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PREFACE 






The present volume has been compiled primarily for the nse^ 
of schools, and in preparing it my chief object has been to 
indicate a coarse of instrnction which, when completed, will ^ 
not represent so much time wasted. It may be thought that ^ 
this is no very exalted ambition ; but, on the other hand, it is - " 
beyond dispute that there are a great number of persons of(^ ^> 
considerable experience in educational matters who maintain that r *' - 
any time devoted to teaching Bookkeeping in schoolsr is time- ^^^ 
lost, and it is also incontestable that a number of experienced 
business men are equally sceptical as to the practical value of any 
instruction so imparted. 

The present work is, accordingly, an attempt to achieve that 
which I believe had not yet been accomplished ; namely, to map 
out a course of instruction which, while it is of real educational 
value as a course of mental gymnastics, will equally be found 
to be of some utility in the larger field of business life. My t 
aim, accordingly, has been to emphasise the importance of the \v 
study of Bool±eeping being pursued as an inquiry into the 
methods — ^naturally varying from time to time, and developing 
as time went on — adopted by business men for the record of 
their business transactions, explaining the reasons underlying 
these various methods, and exactly how, and to what extent, they 
fulfil their desired object. In particular, it has been my aim to [ >;> 
point put that there are severe alternative methods from which ^^ 
selection has to be made to meet the requirements of special 
circumstances, rather than (as is so often stated) one '^ correct " 
method. So taught, I am convinced that the educational value 
of the study of Bookkeeping will be found at least equal to 
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vi PREFACE 

that of (say) Oeometry ; in that, while it tends to develop the 
same faculties of ingenuity and adaptability to circumstances, it 
possesses the further advantage of dealing with concrete rather 
than abstract things, and is for that reason much more readily 
comprehended by the ordinary schoolboy. 

I have not been so very much concerned with the more 
utilitarian aspect of the matter, for my view is that if a boy's 
mind has been well trained in school, he should (under favourable 
circumstances) experience no difficulty later on in rapidly adapting 
himself to his environment, whatever it may be. At the same 
time, there can be little doubt that the proper study of Book- 
keeping in schools will save much valuable time in after life, and, 
in particular, that it will serve the purpose of familiarising the 
student, at his most receptive age, with the habits of thought 
common among business men. Even those who have no intention 
of following business as a career can certainly lose nothing, and 
may gain much, by acquiring a habit of this description. 

In a work such as this it has obviously been impossible to 
aim at anything approaching completeness. The problem has 
rather been how to distinguish between that which may usefully 
be studied in school, and that which may more profitably be post- 
poned until a later stage. It is clear that upon such a matter 
as this there is scope for considerable differences of opinion ; but 
there can, I think, be little serious doubt that those who have 
really mastered the contents of this work will find no difficulty in 
their subsequent studies of the more advanced problems connected 
with the subject. 

In conclusion, I should like to place upon record my firm 
conviction that only harm can come of attempting to teach Book- 
keeping to boys who are too young to discern the fundamental 
principles underlying the application of its theory to practical 
affaira. Treated merely as an exercise of memory it is of but 
little value for that special purpose, and serves to create at the 
outset an entirely incorrect impression of the whole subject. 
Bookkeeping is not a series of hard-and-fast rules, to be learned 
and rigorously conformed to under all circumstances ; but rather 
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the science of absorbing, classifying, and recording facts, so that 
their general tendency and ultimate results may readily be per- 
ceived at any subsequent time. It is obvious, therefore, that 
before its study can be pursued with any prospect of advantage, 
a certain stage of mental development must have been reached. 
When, however, that stage has been reached, the study of Book- 
keeping wiU, I think, be found of particular value, as tending to ^ ' 
show that there is as much scope for patience, for ingenuity, and ^^^ 
for clear-headedness in the field of practical business affairs as in '" ^ 
the more confined space of the class-room or the laboratory. , / cA/-^ 

LAWRENCE R. DICKSEE. '' .; ' 

48, OOFTHALL AVBNXTB, ( *" 

London, E.G., 

JiOfy 4, 1908. / 
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PART I 
CHAPTER I 

THE THBOBY OF DOUBLE BNTET 

1. BoOKEEBPiNG — or Acconntin^, as it is of late more nsoally 
called — is the recording in a suitable form of business transac- 
tions. The question as to whether bookkeeping is a science or 
an art is one that has often been discussed, but perhaps never 
conclusively decided. Undoubtedly bookkeeping, as now practised, 
is based upon certain principles of a scientific nature, but it Would 
be overstating the case to regard the whole practice of bookkeeping 
as a science. On the other hand, it has little in common with 
the arts, save that the application of these principles to their 
particular environment affords scope for some inventive faculty 
and for considerable ingenuity. Upon the whole it is thought 
that bookkeeping may be more accurately described as a craft, 
involving as it does the due application of certain admitted 
scientific principles, and requiring — if satisfactory results are to 
be arrived at — a considerable amount of technical skill on the 
part of the practitioner, 

2. A consideration of the form most suitable for the book- 
keeping record to take constitutes a lengthy inquiry which will 
be pursued throughout the whole of this volume. For present 
purposes it may be stated that the form of record will vary 
materially according to the general class of transactions to be 
recorded, i.$. according to the nature of the business ; and further, 
that even similar businesses will by no means necessarily find it 
'equally convenient to employ precisely the same methods of 
accounting. In general terms, nowever, it may be stated that 
the fundamental objects to be aimed at are identical in all cases, 
and are — 

(1) To record the maximum amount of needful information^ 
with the minimum amount of clerical effort ; 

B 
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(2) So to organise methods of record that these records may 
be readily capable of verification ; 

(8) To secure the above results with the atmost practicable 
promptness. 

3. The expression '^ business transactions*' requires no defini- 
tion to the business man, but to those unversed in business some 
further explanation is desirable, that the real nature of the 
problem may be duly appreciated. In the great majority of 
businesses transactions are embarked upon primarily with the 
object of making a profit, and, accordingly, it is one of the fore- 
most functions of accounting (as applied to most concerns) that 
the amount of profit or loss, made from time to time, should be 
c^ble of being ascertained without delay, and without undue 
eflfort. In a minority of concerns — as, for example, charitable, 
literary, scientific, and other similar institutions — ^tbe object is 
not so much to make a commercial profit as to further a particular 
cause, or field of inquiry ; and, for the sake of distinction, such 
concerns may be described as non-commercial concerns/ But in 
all save for the very sm^est and least important concerns, the 
nature of the problem is such that a number of persons, greater 
or less according to circumstances, combine together to further 
the objects of the undertaking. Hence it follows that, if the 
transactions embarked upon are to be duly regarded, they will, 
in the majority of cases, be found to be transactions recording the 
dealings of individuals with property not their own, which, they 
are accountable for to some central authority, which, for con- 
venience, may be described as "the Proprietary." This fact is 
recognised in the principle underlying aU accounting, of regarding 
the record /w?^ as a record of the transactions of any one person — 
and a fortiori not as recording the transactions of the Proprietary 
— ^but as a complete record prepared by an impartial person, or 
persons, of the whole of the transactions entered into affecting 
the property or rights of the Proprietary. In a ver^ large under- 
taking, where it is obvious that no one person is capable of 
entering into all the business transactions ih&t take place, or even 
of recording such transactions as they take place, probably little 
difficulty wUl be experienced in following tms idea ; but in the 
case of a quite small business its application is apt to give rise to 
confusion. It is especially important that it should be Ixwne in 
mind that the principle upon which accounts are framed is not 
that they are the record kept by the Proprietary of its own 
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THE THEORY OF DOUBLE ENTRY 3 

transactions, bat rather that they are the record kept by impartial 
persons appointed to that duty of transactions entered into by 
agents on behalf of the Proprietary, 

4. The term " transactions *' is itself open to misconstraction, 
and may therefore be farther explained with advantage. The 
word is often regarded loosely as being synonymoos with *' events," 
or "things that happen," bat its precise significance is more 
clearly expressed by the term " cross dealings." Even a supr- 
ficial inqairy into the f andamental nature of bosiness transactions 
will saihce to show that, whatever their precise effect, they are 
in all cases a transfer of some form of wealth from one party to 
another. The wealth may be in the form of money, secarities 
representing money {i,e. cheques, bank notes, etc.), goods, or 
services (skilled or unskilled) ; but whatever its precise form, the 
effect in all cases will be that the transfer has resulted in some 
party receiving some form of wealth, and some other party 
imparting it. So far as the transactions relating to any one 
business are concerned, it will ordinarily — but not invariably — 
follow that that business is either the receiver or imparter of the 
benefit, that is to say, it has either benefited, or imparted a benefit 
to some other party, through the transaction. If, however, the 
matter be examined more closely, it will generally be observed 
that, inasmuch as all transactions embarked upon by a business 
are embarked upon through its agents, the immediate effect is not 
for the business per se (i.e. the Proprieta^) to receive or impart 
the benefit, but for some agent of the business itself to do so. 

5. To take a few examples: (1) A business received (say) 
£50 from a customer, X. Superficially this is a transaction of 
the money value of £50, the benefit of which is imparted by X. 
to the business. Viewed more closely, it will be observed that 
it is not the Proprietary that immediately benefits by this trans- 
action, but its cashier, who is the individual actually receiviujg 
the money from X. The precise nature of the transaction is 
thus that the cashier of the business receives, and X. imparts, 
a benefit of the money value of £50. (2) Goods to the value 
of £50 are received by a business from Y. Here, superficially, 
the nature of the transaction is that Y. has imparted to the 
business a benefit to the money value of £50, by delivering to it 
goods of that value. Viewed more closely, however, it will be 
found that the goods themselves have actually been received by the 
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storekeeper (or warehouseman) of the business, who, in his tnm, 
becomes accountable to the business for their dii^^o^^^o^* ^^ 
thus becomes apparent that the tme natore of the transaction is 
that the storekeeper (or warehouseman) receives, and Y. imparts, 
the benefit of a transaction of the monetary valne of £50. 
(8) Z. has performed services for a business (B.g. as a solicitor, 
accountant, valuer, or otherwise) of an agreed monetary value 
of £50. Here again, viewed superficially, the nature of the 
transaction is that the business has received, and Z. has imparted, 
the benefit of a transaction valued at £50. Viewed more closely, 
it is difficult in this case to find any individual employee of the 
business who may be regarded as having personally received the 
benefit of the transaction, inasmuch as it has not involved 
the transfer of any tangible property which the receiving party 
has further to account for in due course. In such a case there 
is not ordinarily anything to be gained by regarding any indi- 
vidual as having been the recipient of the benefit of the transaction, 
although in exceptional cases, as for example, when the services 
have been rendered for the benefit of some oranch or department 
of the business, that branch (or department) may be charged 
therewith, and regarded as accountable therefor. More ordinarily, 
however, the practice is to charge these transactions whidi have 
not resulted in the acquisition (or similarly, in the parting with) 
any tangible property, as received or imparted by the Proprietary 
itself. That the sum total of such transactions may be walysed 
and shown under suitable holdings, it is customary for them to 
be regarded as being received by and chai^eable against an 
account suitably headed to indicate the nature of the services 
involved. To preserve the continuity of the idea of personal 
responsibility on the part of some agent for each transaction, it 
may be assumed that these accounts represent accounts opened 
witix agents respectively responsible for transactions recording the 
receipt or imparting of benefits corresponding to the account 
headmg. Thus an account headed *^ Legal Charges" may be 
regarded as representing the total value of charges for legal 
services rendered to the business in consequence of instructions 
given by some agent or manager. It need, perhaps, hardly 
be stated that, for the proper conduct of any business, it is 
important that the acts of agents should be as carefully super- 
vised in connection with these transactions as in connection with 
more tangible transactions involving the receipt per contra of 
money or of goods. 
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6. It will be obflerved tiiai, proDerly regarded, each business 
transaction is capable of being recoraed as a transfer of money or 
money^s worth from one party to another ; whence it follows that 
a complete record of what has taken place involves the donble 
record of the receipt of the benefit by one party, and of the 
imparting of that benefit by another pcurty ; and, further, that if 
this recom be correctly made, the aggregate amount of benefits 
recorded as having been received by certain parties will at all 
times equal the aggregate amount of benefits recorded as having 
been imparted by certain other parties. It is upon the recogni- 
tion of this principle that the whole superstructure of *' Double 
Entry Bookkeeping " is reared. As will be explained hereafter 
double-entry bookkeeping is neither more nor less than the com- 
plete record of every transaction that takes place from both 
points of view — a process which involves the building up of two 
sets of records, benefits received and benefits impu*ted, which 
will, in all cases, amount to the same aggregate total if the record 
has been made correctly. 

7. The next point calling for consideration is the fundamental 
principle underlying all business, and invariably recognised in 
bookkeeping transactions — ^that there can be no such thing as an 
out-and-out gift. A benefit received carries with it a correspond- 
ing liability to make a return of equal value ; not necessarily in 
precisely the same form as that in which the benefit was received, 
but in some form capable of being assessed as of an equal money 
value. Thus the receipt b^ the cashier of a business of monies 
due to that business by its customers, while it operates as a 
discharge of the respective indebtednesses of the customers, merely 
transfers those indebtednesses to the cashier. The customers, it 
is true, are no longer debtors of the business ; but in their place 
the cashier has become a debtor for an amount equal to the total 
amount received by him, and he will remain a debtor therefor 
until the total amount so received has been duly handed over by 
him, or duly expended by him for the benefit of his employers in 
accordance with instructions received. Similarly, the receipt by a 
business of certain goods, while it involves upon the storekeeper 
(or warehouseman) a responsibility thereafter to account for 
those ffoods to his employers, involves an equal responsibility 
upon the business to account to the person from whom those 
goods have been received for their money value. Thus it follows 
that every time the assets of a business are increased by the 
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receipt of benefits, either (a) other assets are reduced to a corre- 
sponding extent, or (5) liabilities are increased to a corresponding 
extent. It will thus be seen that, properly regarded, every 
business transaction capable of being recorded in books of account 
involves merely some reshuffling of responsibilities* 

8* At first this may seem to be a somewhat startling proposi* 
tion, and it may well be asked, if all business transactions are 
pure reshuffles, how can any one make a profit, which is 
apparently the primary object with which most businesses are 
undertaken? The explanation is as follows: Let us suppose 
that a business has in stock goods that have cost £50, and that 
these goods have been sold for £60 to a customer, A. The store- 
keeper having properly parted with goods to the value of £50, 
may be regarded as having reduced his responsibility to his 
employers by that sum. A. having received goods for which he 
has agreed to pay £60, may be regarded as having received from 
the business a benefit of the monetary value of £60, and 'privMi 
fade the odd £10, although obviously a profit on the transaction, 
may seem, from a purely bookkeeping point of view, to be a mere 
difference in prices, forming an obvious exception to the rule 
enunciated in the preceding paragraph. Viewed more closely, 
however, it must be clear that if the transaction has resulted in a 
profit of £10, the Proprietary — who alone are entitled to the 
profits of the business,iand who up to this stage have not received 
this profit — must be regarded as having done something which 
has resulted in the business being able to increase its assets by 
£10 by converting stock formerly valued at £50 into a debt now 
valued at £60. Or, to put it another way, a profit having been 
made, and not having yet been accounted for by the business to 
the Proprietary, the result of the transaction is that the business, 
or its agents, owes this sum of £10 to the Proprietary. This is 
another of the fundamental principles that will be found to be 
carried throughout all bookkeeping records. Wherever a transac- 
tion results upon balance {L$. taking assets and liabilities together) 
in a profit, pro tanto the liability of the business to the Proprietary 
is increasea by the amount thereof. Per contray wherever a 
transaction has resulted upon balance in a loss, the Proprietary 
are regarded as owing the amount thereof to the business. 
Periodical settlements are effected, and all the profits and losses 
are brought into one account — commonly known as the Revenue, 
or I^ofit and Loss Account — and the ultimate balance is 
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arrived at. If the balance be a profit, i,e, an excess of profits 
over losses (including expenses), tne amount thereof is due by 
the business to the Proprietary, representing as it does an increase 
in wealth. Per contra, if the result be a loss, owing to losses and 
expenses exceeding profits, the balance — ^representing as it does a 
diminution of wealth — ^is commonly regarded as a debt due to the 
business by the Proprietary, although in practice an actual settle* 
ment in money is not always insisted upon, or even enforceable. 

9, The next point calling for consideration is that, inasmuch 
as all benefits imparted in business have afterwards to be returned 
in some form or another, it follows that there is a mutuality 
about all accounts that may be kept. In the first instance, an 
account may be a mere recital of benefits received, but sooner or 
later it will have to be settled by a benefit imparted in return ; 
and, ^7^ contra^ an account which for a time may record nothing 
but benefits imparted will only be settled when a corresponding 
benefit has been received in exchange. As a matter of calculation, 
the difference between the benefits received and benefits imparted 
might well be expressed by the mathematical signs + and — , and 
indeed, it will often help the student to a correct appreciation of 
the position so to regwd the twofold nature of every account. 
But, as in arithmetic, it is difficult to arrive rapidly at a 
summation of + and — figures, so in accounts there will be 
practical objections to this method of record, although it is in 
point of fact occasionally employed under suitable circumstances, 
the minus figures being distmguished from the plus figures by 
being recorded in red, instead of black, ink. Under normal cir- 
cumstances, however, it is found far more convenient to record 
the plus transactions and the minus transactions in two distinct 
accounts, which, however, are kept side by side, so that at any 
time the balance may be struck between them, as shown below — 



Date. 


Particulars. 


£ ». d. 


Date. 


ParUcnlara. 


£ t. d. 















Sometimes the left-hand account occupies the whole of the 
left-hand page, and the right-hand account the whole of the 
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right-hand page ; while at other times both pages are sab-divided 
so that both left-hand and right-hand accounts are npon opposite 
sides of the same page. No question of principle is here involved. 
It is merely a matter of convenience, and is determined by the 
amount of space probably recj^uired for the record of details, as 
compared with the available size of the page. It is the invariable 
rule to place upon the left-hand side of the page the record of 
all transactions the benefit of which has been received by the 
account, and upon the right-hand side those transactions the 
benefit of which has been imparted by the account. The left- 
hand side is conunonly spoken of as the " Dr." (or "debit*') side, 
and the right-hand as the "Or." (or "credit") side. The 
origin of these terms will be easily unaerstood if it be borne in 
mind that primA facie the indiviaual receiving the benefit of a 
transaction has thereby become the debtor of the party by whom 
that benefit was imparted, while, similarly, an individual imparting 
the benefit of a transaction thereby becomes the creditor of the 
party who benefited thereby. 

10. Thus entries upon the debit side of an account represent 
(a) benefits received by that account, and (h) benefits imparted 
by the business to that account — is. some form of expenditure 
upon the part of that business. In a secondary sense they repre- 
sent a debt due to the business from that account in return for 
the expenditure incurred by the business ; and should there be 
no outside party from whom such a sum can legally be recovered, 
they represent unproductive expenditure, or a loss which the 
business may charge against the Proprietary, and thus still a debt 
due to the business. It is important, however, that the term 
"debt" should not here be tjucen too literally, for often the 
expenditure is the record of money spent in the acquisition of 
property, which property is owned by the business, and is in the 
safe custody of some agent of the business. Under those circum- 
stances it is only in a conventional sense that the agent can be 
regarded as a debtor for the amount of the original expenditure. 
What he is primarily accountable for, as is shown by the heading 
of the account, is the property itself, the intrinsic value of which 
it may be difficult to determine from time to time. 

11. Expressed somewhat differently, it may be stated that all 
expenditure is recorded upon the debit side, and that such 
expenditure must be represented by either (a) a debt due by some 
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THE THEORY OF DOUBLE ENTRY 9 

outside party, (H) actual property in the possession of the business 
under tne ^e custody of one of its agents, (c) a loss charge- 
able against the Proprietary; and that all credit entries are 
similark beneiGts received by the business, in respect of which 
either (a) the business is under liability to make a corresponding 
repayment to some outside party, or Q>) the business is under no 
liability to make a repayment to any outside party, and has there- 
fore made a profit for which it is accountable to the Proprietary. 
It is possible that, theoretically, actual property might be of a 
minus value, and therefore represented by a credit entry, but this 
is only a superficial view ; property can only be worth less than 
nothing if its possession entaus upon the owner some responsi- 
bility or liability, in which case it would be more correct to say 
that the credit entry represented the value of this liability, rather 
than the minus value of the property. 

12. It cannot be insisted too clearly that the function of 
accounts is perpetually to maintain the balance in the record of all 
transactions that may be embarked upon, bearing in mind the fact 
that inasmuch as all profits earned belong to the Proprietary, 
every transaction involving a profit increases the indebtedness of 
the business to the Proprietary, while, per contra^ as the business is 
entitled to be indemnified by the Proprietary against losses, all 
expenditure incurred by the business that has not resulted in the 
acquisition of either debts or property may properly be charged 
against the Proprietary. Thus, whatever the nature of the trans- 
actions may be, and however complicated they may be, their 
correct record will always involve eaual amoimte being recorded 
on the debit and credit sides of suitaole accounts ; with the result 
that so long as the record is correct, the aggregate amount of 
entries on the debit side must invariably equal the aggregate 
amount of entries on the credit side. 

13. From time to time it is customary to prepare an abstract 
or summary of the entries, with a view to ascertaining whether 
this agreement exists. This abstract is called a '* Trial Balance," 
because, inasmuch as a non-agreement of the debit and credit 
totals would indicate that the record must have been incorrectly 
made, the agreement of the totals is regarded conversely as 
some evidence of the correctness of the record. It may be 
pointed out, however, that the mere agreement of the Trial 
Balance totals is not conclusive evidence of the accuracy of the 
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bookkeeping record. Thus, entire transactions may be omitted, 
or recoraed at wrong monetary valnes, or recorded as. affecting 
accounts other than those actually affected ; while, on the other 
hand, altogether fictitious transactions may be recorded in the 
books, and so long as the record has been made with clerical 
accuracy the agreement of the Trial Balance will in no way be 
affected thereby. Yet again, it is possible that, by a coincidence, 
errors upon the debit side of certain accounts may be exactly 
compensated by others of an equal monetary value upon the 
credit side. Such coincidences (" compensating errors ") are by 
no means unheard of, although they do not often arise in 
practice. It is common, however, for what is at first thought to 
be a small discrepancy, indicated by a slight difference in the 
Trial Balance totals, to be found upon further inquiry to have 
been caused by a number of inaccuracies — some perhaps very 
much larger in amount — ^which nearly compensate each other, the 
amount by which they fail to exactly compensate being alone 
apparent in the Trial ^Balance. 

Another, and almost equally useful, function of the Trial 
Balance is that, being a summary of all the accounts, it is a com- 
plete statement of all those transactions that have taken place 
that have not been settled in the ordinary course of business. 
It is thus convenient, as providing, even in the case of a very 
large concern, a concise statement of all outstanding matters from 
which the usual periodical statements of account may readily be 
prepared. 
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14. It has already been stated that the principle underlying all 
bookkeeping records is to charge (or debit) some account with all 
benefits received, and to discharge (or credit) some other account 
with all benefits imparted, as a result of the transaction to be 
recorded. Every transaction that arises in business, being in the 
nature of a transfer of some form of wealth from the ownership, 
control, or custody of some party to some other party, is capable 
of being thus recorded. A few examples will, however, serve to 
illustrate the principle better than much explanation. 

15. A. B., being about to start in business on his own account, 
and having a capital of £1000, pays that amount into the London 
and County Bank, with instructions to them to open an account for 
his business in the name of A. B. & Co., and to credit the £1000 
to such account. In the books of the London and County Bank 
the account to be debited would be the account of the cashier 
actually receiving the money from A. B. (say X.), as X., having 
received this money from A. B. on behalf of ms employers, is 
accountable therefor, and until he has so accounted may properly 
be regarded as a debtor to the Bank. The account to be credited 
will be A. B. & Co., for, although the money has actually been 
paid to the Bank by A. B., he has given instructions that it is to 
be regarded as having been received from A. B. & Co., and is to 
be applied in such manner as they may direct. The accounts in 
the Bank's books would thus appear as follows : — 



Dr. 



X. CASH ACCOUNT. 



Cr. 





To A. B. & Co., 
per A. B. . • . 


£ 
1000 


8. 



d. 








£ 


«. 


d. 
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A. B. & CO. 



Or. 







£ 


«. 


d 




ByOa8b,porA.B. 


1000 





<2. 




16. In the books of A. B. & Go. the transaction wonld be re- 
corded thus : A. B. having parted with £1000, the benefit of which 
has been received by A. B. & Go. ; open an account in the name 
of A. B. and credit him with £1000. The account to be debited 
in A. B. & Go.'s books will be the London and Gounty Bank, who 
have actually and directly received the benefit of the transaction, 
and have still to account therefor. Thus, until something 
further takes place, the London and Gounty Bank is a debtor of 
the business for £1000, and A. B. is its creditor, the accounts 
showing as follows : — 



Dr. 



LONDON AND COUNTY BANK. 



O. 





To A. B., Capital 


£ 
1000 












£ 


%, 


d. 



Dr. 



A. B., CAPITAL ACCOUNT. 



Cr. 







£ 


«. 


d. 




By London and 
County Bank (or 
Cash) .... 


£ 
1000 


8. 




d. 
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17. If A. B. is in the habit of keeping private acconnts, in 
addition to the accounts that he proposes to keep for the bosiness 
of A. B. ft Co., the above transaction, as recorded in these 
personal accounts, would take the following form, assuming that 
A. B. found the £1000 to pay into the business Bank Account by 
borrowing it from 0. D. In this case the benefit of the trans- 
saction has been imparted by C. D., who has accordingly become 
the creditor of A. B. for £1000. It is thus necessary to open an 
account for 0. D. in A. B.'s bookstand to credit him with £1000. 
If A. B. had handed the money over to his own bankers, he 
would naturally have debited their account with the amount ; but 
if (as is here supposed) it is handed over direct to the bankers of 
A. B. & Co., the name of the account must indicate who is 
responsible to A. B. as having received the benefit of the 
transaction at his hands. The London and Oounty Bank are not 
responsible to A. B., but to A. B. & Co., and it would therefore 
be incorrect for A. B. to debit the London and County Bank, 
although in point of fact the money was actually handed to them. 
Instead he debits A. B. & Co., on whose behalf he made the 
payment to the bank, because it is to A. B. & Co. that he looks 
for eventual repayment of the amount so advanced. It will thus 
be seen that although in many cases the actual recipient of the 
benefit is the party to be debited, where the actual recipient has 
received (m lehalf of some other party ^ it is the party on whose 
behalf he has received the benefit that is debited; the reason 
being that the debit (or charge) is properly made against the 
account that is looked upon as being accountable for, and liable 
to refund, the benefit imparted to it. The accounts affected by 
this transaction in the private books of A. B. would appear as 
follows : — 



Dr. 



A. B. & CO. 



Or, 





To Cash. . . . 


£ 
1000 












£ 


«. 


d. 
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C. D. 



Or. 







£ 


8. 


d. 




By Cash. . . . 


1000 


8. 




d. 





18. Suppose A. B. & Co. purchased from E. F. goods to the 
value of £100. In the books of B. F. the account to be charged 
(or debited) will be that of A. B. & Co., to whom the goods have 
been delivered, and who therefore have received the benefit of 
such delivery. The account to be credited (or discharged) will 
be that which was formerly held accountable for the goods while 
they remained in stock at E. F.'s warehouse. That account 
might be in the name of E. F.'s stock-keeper or warehouseman, 
but it is customary for the heading of the account to indicate the 
nature of the property, rather than the identity of its custodian. 
The account to be credited would therefore ordinarily be an 
account indicating (in general terms) the nature of the goods ; or 
the more general term " Goods " might be employed to cover all 
sales, without regard to their precise nature. The transaction in 
E. F.'s books would thus be recorded as follows : — 



Dr. 



A. B. & 00. 



Gr. 





To Goods . . . 


£ 
100 


8- 



d. 








£ 


8. 


d. 



Dr. 



GOODS ACCOUNT. 



Cr 







£ 


8. 


d. 




By A. B. & Co. . 


£ 
100 


s. 



d, 
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19. In the books of A. B. & Go. the same transaction wonld 
be viewed thns : The account to be charged (or debited) will be 
the account opened for dealing with property of this particular 
class, which may be either a general one (e.^, " Goods ") or more 
particularised with a view to more conveniently fixing responsi- 
bility, e^. " Goods at Wharf Account," " Wine Account,*' etc. 
The value of the goods is charged to this account, as indicating 
that the responsible person — ^whoever he may be — has received 
the value of those transactions, and musk be held accountable 
therefor in due course. The account to be credited will be the 
account of E. F., who, by reason of having delivered these goods 
to A. B. & Co., has become their creditor for the value thereof. 
These transactions are shown in the books of A. B. & Co. as 
follows : — 



Br, 




GOODS ACCOUNT. 




Or 






T0E.F. . . . 


£ 
100 












£ 


8. 


d. 



Dr. 



E. F. 



Cr. 







£ 


s. 


d. 




By Goods Account 


£ 
100 





d, 




20. Supposing A. B. & Co. pay E. F. by a cheque drawn on 
the London and County Bank for the value of the goods men- 
tioned above. In A. B. & Co.'s books the nature of the trans- 
action is that there is a transfer of wealth from the London and 
County Bank to E. F. E. F., as receiving the benefit of the 
transaction, is debited, and this charge, when set off against his 
original credit for the value of the goods received from him, 
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effects a settlement of the account, the benefits imparted by E. F. 
haying exactly the same monetary value as those now imparted to 
him. The aocoont to receive credit from the transaction is the 
London and Oonnty Bank, which having, in accordance with 
instractions received from A. B. & Go., paid over to E. F. the 
snm of £100, is entitled to rank as their creditor for that 
amount, or (in this case) to set off the £100 so paid away by 
them against the £1000 originally received by them. At this 
stage, uierefore, the indebtedness of the London and County 
Bank to A. B. & Go. has been reduced from £1000 to £900. 
The accounts in A. B. & Go.'s books will then appear as follows, 
the items in italics being those entered to record transactions prior 
to that immediately under consideration : — 



Br, 



E. P. 



Or. 





To Cash' . . . 


£ 
100 


8. 








By Goods . . . 


£ 
100 


8. 








Dr. 



LONDON AND COUNTY BANK. 



Cr. 



To A. B,, Capital 



£ 
1000 



By E. F. 



£ 
100 



21. Li the books of the London and County Bank, A. B. & 
Go. will be debited (or charged) with the value of the cheque 
paid to E. F. in accordance with their instructions ; and A. B. & 

^ This form of wording is more nsaal than ''To London and Gonnty 
Bank," as in acconnting it is not usual to distinguish between payments 
made by money, bank notes, cheques, money orders, eta All are regarded 
aB**0a8h," 
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Co.'s account in the London and County Bank's books will thns 
now appear as follows, showing that the Bank are still liable to 
A. B. & Co. for £900 :— 



Br, 



A. B. & CO. 



Or. 





To Cash to.E. F. 


£ 
100 


8. 




d. 





BjfC<UhtpwA.B. 


£ 
1000 


f. 








22. The account to be credited in the Bank's books will be 
the account of the cashier who has actually paid the cheque, say 
Y. ; or if the cheque, instead of being presented over the counter 
for payment, has been paid by E. F. into his bank (say, Lloyds 
Ban£ Limited), then it is prol^ble — ^indeed, practically certain — 
that no money would pass between the two banks at the time, 
but the London and County Bank would credit Lloyds Bank 
with £100, a settlement between the two banks being made at 
some more convenient time. The account to be credited with 
the transaction in the London and County Bank's books, if the 
cheque were presented for payment over the counter by E. F., 
womd be as follows : — 



Dr. 



Y. CASH ACCOUNT. 



Or. 



d. 



By A. B. & Co. 
toE.P. . . . 



£ 
100 



28. If, on the other hand, the cheque had been presented 
for payment through Lloyds Bank, me record would be as 
follows : — 
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Dr. 



A B C OF BOOKKEEPING 
LLOYDS BANK. 



Or, 



d. 



By A. B. & Co. 
to E. P. . . . 



£ 
100 



24. It will, of coarse, be understood that it is not cnstomary 
for banks to settle every transaction that may take place 
between them by an actual remittance of money. Each bank 
has numerous transactions with every other bank — some in its 
favour, some against it. The ordinary practice is for a settle- 
ment to be arrived at daily in respect of aU such transactions by 
the Bank in debit handing a cheque on the Bank of England to 
the Bank in credit. 

25. In the books of E. F., the account to receive credit for 
the transaction will be the account of A. B. & Co., from whom 
the remittance comes. The account to be charged (or debit^) 
will be that of the cashier (or banker) to whom the remittance is 
actually paid over. In every business an account is kept, called 
a " Cash Account," which is debited with all monies received by 
the business, and credited with all monies paid out. The 
account is thus kept on precisely the same lines as though it 
were the personal account of the cashier. With a properly 
organised business there will doubtless be a cashier, through 
whose hands all these money transactions pass, but whether timt 
be so or not, it is usual — ^and, indeed, very necessary — ^that the 
Cash Account should be kept in this form, unless, indeed, the 
modem (and entirely commendable) practice be followed of 
making the bankers of the business act as its sole cashiers, by 
handing over to them from day to day all monies received, and 
by making all payments by means of cheques drawn upon the 
bankers. If this latter plan be adopted, the account with the 
bankers and the Cash Account become merged, and it is very 
usual in such circumstances for the combing account still to 
be called the '^Cash Account.*' In the case of a large 
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bnsiness, however, it is often impractioable for all the nmnerouB 
monetary transactions to be passed through one pair of hands, or 
to be dealt with through one bank. Where the necessity arises, 
there is not the least difficulty, so far as the bookkeeping record 
is concerned, in keeping as many distinct accounts as there may 
be cashiers or bankers. This lias already been briefly indicated 
in par. 15, where it was shown that the London and County 
Bank would keep a distinct account in respect of each of its 
cashiers. 



26. Assuming that the remittance received from A. B. & Go. 
was handed over to E. F.'s cashier, to be cashed by him, and the 
proceeds applied in making various payments as the necessity 
arose, the transaction above refeiTed to would be recorded in 
B. P.'s books as follows : — 



Dr. 



CASH ACCOUKT. 



Or. 





ToA. B.&CO. . 


£ 
100 












£ 


t. 


d. 



Dr. 



A. B. & 00. 



Or. 





To Goods . . . 


£ 
100 


8. 




d. 






ByOash . . . 


£ 
100 





d. 




27. On the other hand, if the cheque was handed to E. F.'s 
cashier with instructions to pay it into E. P.'s bank, the full 
record of the transactions would be as follows. It will be seen 
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that the cheque figures both as a receipt and as a payment in 
the cashier's account : — 



JDr. 



CASH ACCOUNT. 



Or. 





T0A.B.&C0. . 


£ 
100 










By Bank . . . 


£ 
100 









Br. 



LLOYDS BANK. 



Or, 





To Cash . . . 


£ 
100 












£ 


8. 


<2. 



JDr. 



A. B. & CO. 



Cr. 





ToQooda . . • 


£ 
100 


8. 




d. 





By Cash . . . 


£ 
100 


8. 



d, 




28. In cases, however, where the Bank is the sole cashier, 
it is usual for the record to take the following form, which it 
will be observed is an abbreviation of the complete record of 
what has actually taken place. So long, however, as there 
is no doubt as to who can be held responsible for the £100, 
should it fail to reach the Bank, there can be no objection to 
this abbreviation : — 
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Or. 





T0A.B.&00. . 


100 


8. 



A, 







£ 


8. 


d. 



J>r. 



A. B. & CO. 



Or. 



To Goods 



£ 
100 



d. 




By Cash 



£ 
100 
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CHAPTER III 

DISCOUNTS 

29. It frequently happens in business that, in consideration of 
prompt payment, debtors are allowed to deduct a specified per- 
centage from what they owe by way of " Discount, the saving 
thus eflfected by the debtor being his inducement to pay the 
account before it becomes due, inasmuch as it compensates him 
for the loss of interest that is thus sustained. A Discount, 
it will be seen, is thus a loss to the creditor, and a profit to 
the debtor. If we suppose that, in the transaction already 
referred to, A. B. & Co. were allowed to deduct 5% from their 
indebtedness to E. F., the amount of the cheque would be £95 
instead of £100. In the books of A. B. & Co., therefore, the 
amount to be credited to the London and County Bank would 
be £95 only, and the balance remaining at the Bank after such 
payment would be £905. Similarly, E. F.'s account would be 
debited with a remittance of £95 only as being received by 
him, and at this stage his account will still show a credit balance 
of £5. Inasmuch, however, as E. F. has agreed to accept £95 
in settlement of a debt of £100 due to him, it is clearly incorrect 
to still regard him as a creditor for £5. This difficulty is got 
over by diarging (or debiting) B. F. with the sum of £5 in 
respect of Discount, treating this as an agreed charge made 
to him for the benefit that he has received as a result of his 
account being paid before it was due. This debit of £5 to B. F.'s 
account extinguishes the outstanding balance, and thus brings 
the record into accordance with the facts — that accounts between 
A. B. & Co. and E. F. have been setded. It is clear, however, 
that we cannot debit E. F.'s account with £5 Discount without 
crediting some other account with the same sum, for the benefit 
received by B. F. must have been imparted by some source that 
V is entitled to a corresponding credit. It is a little difficult for 
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the beginner to understand readQy how these transactions in- 
Yolving a profit (or a loss, as the case may be) should be recorded, 
so as to conform with the rule that every debit entry involves 
a corresponding credit entry. 

30. Two alternative solutions are here suggested— 
(a) It may be assumed that the business is so organised that 
a separate member of the staff is responsible for looking after 
the transactions resulting in each different class of income, or 
expenses, that ordinarily arises. Thus, in the present instance, 
it may be taken that it is the duty of the head of the counting- 
house to pay all accounts as promptly as he can, with a view to 
enabling his employer to earn as many Discounts as possible. 
Upon this assumption it would not seem unnatural that an 
account called "Discounts Account" should be credited with 
all the earnings, or savings, produced as a result of the vigilance 
of this employee. If the terms of his employment were such that 
he was entitled to receive as his remuneration all the Discounts 
that were so made, it would be quite natural that an account in 
his name should be credited with these Discounts as earned. 
In the present instance, however, we must assume that he earns 
these Discounts as the result of his vigilance, not for his own 
benefit, but on behalf of his employers ; and that, therefore, his 
employers, A. B. & Co., are to be credited with all Discounts 
earned for them by their employee. All profits so earned might 
of course be credited direct to the account of A. B. ; but it is 
highly desirable that the total amount of each class of earnings 
and expenditure during a giv«n period should be capable of being 
readily ascertained, and it is therefore usual for analytical accounts 
(usually known as " Nominal Accounts," or " Fictitious Accounts ") 
to be opened under suitable headings, to enable the earnings and 
expenses of various descriptions to be suitably classified ; leaving 
it until some later date— usually at the end of the year — ^to 
marshal the results together in a general account, called " Profit 
and Loss Account," which shows, under suitable headings, the 
total earnings and expenses of the whole business during the 
year under review. 

(Jb) An alternative method of explaining the use of Nominal 
Accounts is as follows : — ^A profit is earned every time a transac- 
tion takes place, that results in (1) an increase of assets without 
an increase of liabilities ; (2) a decrease of liabilities without a 
decrease of assets ; (8) an increase of assets accompanied by a 
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smaller increase of liabilities. But this is only true as r^ards 
the position of a bnsiness towards the outside world. As regards 
its i)08ition towards the Proprietary, a business is incapable of 
earning a profit that it is justified in retaining. Any operation, 
therefore, which results in the earning of a profit, results simul- 
taneously in the creation of a liability on the part of the business 
towards its Proprietary. The entry to the credit of the appro- 
priate Nominal Account is a recognition of this fact. 

Per contra, expenses or losses result in a relative diminution 
of assets which justifies the business in making a corresponding 
debit to some Nominal Account, as charging the Proprietary 
with the amount of such expenses (or losses) as a set-off against 
the profits that have been credited to them. 
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31. It is obvions that, if it is to serve any nsefol purpose, the 
bookkeeping record must be a complete record of all transactions 
that have taken place, and, in oraer to guard against risks of 
omission, it is customary, therefore, so to frame tne books that 
the record may be made as nearly as possible at the time when the 
transaction actually takes place. Formerly it was usual for the 
record made at the time to be a mere memorandum, and for 
the entry in the actual books of account to be made more at 
leisure. This plan, however, possesses the twofold disadvantage 
of doubling the work involved, and of introducing additional 
risks of error, in that it is quite conceivable that the record 
subsequently made in the books of account may (either through 
inadvertence or fraud) differ from the original memorandum 
entry. The modem practice is, therefore, as far as possible, to 
arrange for the record to be made in books of account at the time 
when the transaction actually takes place. 

32. For obvious reasons, however, it is necessary that certain 
exceptions should be made. Thus, while there is ordinarily no 
difficulty in at once making entries in the books recording the 
receipt or payment of money, or the sale or purchase of goods, 
and other similar transactions that take place, so to sp^, at 
a single moment of time en Uocj there are certain other trans- 
actions, common in all businesses, that gradually accumulate, and 
which can hardly be said to have '^ occurred " at any one particular 
moment. For example, Wages and Salaries, although ordinarily 
paid at fixed (weekly, fortnightly, or monthly) intervals, gradually 
accrue due, and are being earned by the worker from hour to 
hour, or even from minute to minute. The same remark applies 
to charges in respect of Eent, Bates, Taxes, Interest, and the 
like. It would be manifestlv impossible to attempt to keep a 
detailed record of these regularly accruing charges from hour to 
hour ; the amount of work involved in so doing would be enormous, 
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and d^ conespondmg gain nU. It is cnstomary, therefore, to 
igBbor^ NK^ transactions until die time comes for them to be paid, 
and th^ to enter them in the books as an expenditure incurred 
(or a profit earned, as the case may be) on the date when the 
pc^jrment actually became due, or was made. 

S3. This practice carries with it two consequences. In the 
first place the bookkeeping record is no longer complete from 
hour to hour as an exhaustive statement of all that has taken 
place. Whenever, therefore, it is desired to arrive at a correct 
statement of the position of affairs during a given period, or 
up to anv particular date, it is necessary to bear in mind that 
there will almost certainly be numerous items of income and 
expenditure accruing due that have not yet been recorded in 
the books ; while, per contra, it is possible that there may be 
certain other items of income and expenditure which have been 
paid in advance, and which therefore are recorded in the books, 
although some portion of each such item properly relates to a 
period subsequent to that under consideration. Secondly, it 
18 important to bear in mind that, as the bookkeeping record 
has been deliberately made incomplete by ignoring these regularly 
accruing items, the books, as such, wUl not show the amount 
of the outstanding assets or liabilities in respect thereof. When 
receiving or making payment in respect of such items, there- 
fore, it IS necessary to look to sources other than the books of 
account for records verifying their correctness. For instance, 
a manufacturer payine his week's Wages would find no entry in 
his books of account snowing how much is due to each separate 
workman in respect of Wages. Clearly, however, it is necessary 
for him to obtain this information from somewhere, if he is to 
avoid the risk of loss through over-payment. In almost every 
business certain records will, therefore, have to be kept which 
form no part of the bookkeeping proper, but which are practically 
necessary to enable the management to ascertain how matters 
stand. These records are variously styled " memorandum books " 
and ^'statistical books." They form no part of the system of 
bookkeeping proper, and have been separated therefrom with the 
object of keeping the last-named within reasonable bounds ; and 
because all necessary information with regard to these particular 
items can, it is found as a matter of experience, be obtained 
quite well by less laboured means than those necessitated by a 
system of Double Entry Bookkeeping. Naturally the precise nature 
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of these means will vary enormonsly according to circomstances. 
It is impossible to consider the matter in detail in a work of the 
present dimensions. 

84. Going back to the (jnestion of liabilities oatstanding, or 
payments made in advance, in respect of regularly accroing items, 
it has already been stated that whenever it is desired to ascertain 
the true position, it is necessary that due allowance should be 
made for these. The method usually adopted is to make a 
calculation of all the items unpaid up to the date in question, 
whether receivable or payable. So far as the items receivable are 
concerned, an entry is made in the books, debiting what is called 
a ^' Suspense Account *' with the total amount thereof, and credit- 
ing the various Nominal Accounts, according to the nature of the 
items. Expenditure pwd in advance of the services to be received 
in exchange is treated in precisely the same way as income received 
from services rendered which have not yet been paid for. The 
" Suspense Account " is thus a general account, recording as debit 
entries benefits imparted by the business in respect of which it 
still expects to receive a return, either by way of payment in 
money or future services. Thus, supposing on the 3l8t December, 
1907, it is ascertained that an insurance premium of £40, paid 
on tiie 25th March, 1907, is in respect of the year enaing 
25th March, 1908, it is clear that, as the insurance extends up to 
the last-named date, approximately one-fourth of the benefits 
received in exchange for the expenditure of £40 will be received 
in the year 1908, and not in the year 1907. To adjust accounts 
on the 81st December, 1907, therefore, it becomes necessary to 
debit Suspense Account, and to credit the Nominal Account that 
has already been charged with the payment of £40 with a sum 
of £10, as follows : — 



Dr. 



SUSPENSE ACCOUNT. 



Or, 



1907. 
Dec. 31 


To Bent, Kates, 
etc., Account : 
Unexpired In- 
Burances . , . 


£ 
10 





d. 







£ 




d. 



Digitized 



by Google 



28 A B C OF BOOKKEEPING 

Dr. BENT, BATES, TAXES, AND INSUBAN0B8 A(XX)UNT. Or. 



1907. 
Mar. 25 



vanow 

dates 



To Gaah: Fire 
loHuranoe . . 

„ Sundry Pay^ 
ment$ during 
1907 (a^otm in 
detail), $ay, . 



£ 
40 

400 



440 



d\ 1907. 
Deo. 31 



By Profit and 
Loss Aooount . 

„ Suspense Ac- 
count • • . 



430 
10 



440 



86. The effect of this is to bring into the books on the 31st 
December, 1907, an asset of £10, as shown by the debit balance 
on the Snspense Account ; and to reduce the debit balance on 
the corresponding Nominal Account by £10, thus reducing the 
business expenses for the year 1907 chargeable against the profits 
of that year by £10. 

36. Inasmuch, however, as the balance on the Suspense 
Account is obviously not a permanent asset, but only, as the title 
of the account suggests, an item in suspense, which in the natural 
course of events will run off during the year 1908, it is usual on the 
first day of the following year (i.e. in this case the 1st January, 
1908) to "write back " the entrjr, as it is (ailed ; that is to say, 
to credit the Suspense Account with £10, and to debit £10 to the 
correspondmg Nominal Account. The effect of this is to remove 
the balance from the Suspense Account, which no longer represents 
an asset, and to charge as part of the expenditure for the year 
1908 the £10 actually paid during 1907, in consideration of 
benefits to be received m the year 1908. 

87. Expenditure accruing due, but as yet unpaid, is dealt with 
upon the reverse plan. That is to say, Suspense Account is in 
the first instance credited with the amount thereof, the corre- 
sponding Nominal Accounts being debited, thus increasing the 
business expenses for the earlier year ; while at the commence- 
ment of the second year a reversmg entry is made, debiting the 
Suspense Account and crediting the corresponding Nominal 
Accounts, thus reducing the expenditure that will oe charged 
against profits in the second year. This latter is necessary because, 
in the ordmary course of events, when actual payment takes place 
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the fall amonnt of the payment will be debited to the Nominal 
Aoconnty notwithstanding the fact that part of the benefits was 
received in the preceding year. As, however, the acconnt has 
already been credited with the proportion of the payment charp;e- 
able against the preceding year, the effect of now debiting it mth 
the f nU charge is, npon bSitmce, only to debit it with the proportion 
chargeable against the second year, as will be seen by a study of 
the following example : — 



Dr. 



SUSPENSE ACOOXJNT. 



Cr, 



1908. 
Jan. 1 


To Salaries Ao- 
oount .... 


£ 
200 








1907. 
Deo. 81 


By Salaries Ao- 
ooont .... 


£ 
200 


8. 




d. 
















Dr. 



SALARIES ACCOUNT. 



Or. 



1907. 
Apl. 1 
Jnly 1 
Oct. 1 
Deo. 31 

1908. 
Jan. 1 
Apl. 1 


To Cash . . . 
»> » ... 

„ Suspense Ao- 
oonnt .... 

To Cash . . . 
Bto. " • • 


£ 

200 
200 
200 

200 


8. 








d. 







1907. 
Deo.81 

1908. 
Jan. 1 


By Profit and 
LoBsAcoonnt . 

By Suspense Ao- 
oonnt .... 


£ 
800 

800 


8. 





d. 





800 








200 
200 










200 
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CHAPTER V 

ACCOUNTS CUBBBNT, ACCOUNTS STATED, AND SETTLED 
ACCOUNTS 

38. It has already been stated that a proper system of bookkeep- 
ing necessitates the opening of a number of separate acconnts, 
under appropriate headings, respectively showing how the 
individual, corporation, or property indicated by the name of the 
heading is affected by the various transactions embarked upon by 
the business. Such accounts are therefore a narration of trans- 
actions in which such individual, corporation, or property, and 
the business itself are jointly concerned. Thus, in the books of 
A. B. & Co. an account opened in the name of C. D. is a record 
of the transactions between C. D. and A. B. & Co. In the books 
of C. D. a similar account is opened in the name of A. B. & Co., 
and the accounts will be identical in all respects, save (1) inasmuch 
as the two parties look upon these mutual transactions from 
opposite points of views, items debited by A. B. & Co. to C. D. 
in their books will be credited to A. B. & Co. by C. D. in his 
books, and vice versd ; (2) inasmuch as many business transactions 
occupy an appreciable period of time, it is quite conceivable that 
there may be discrepancies between the two records in point of 
dates. Thus, supposing A. B. & Co. forward a cheque to C. D. 
by the evening post on the 1st January, 1908, the amount thereof 
will be debited to C. D. in A. B. & Co.'s books on the 1st January. 
Inasmuch as the remittance will certainly not reach C. D. until 
after business hours on the 1st January, the earliest date upon 
which the remittance is likely to appear in C. D.'s books to the 
credit of A. B. & Co. is the 2nd January, 1908 ; and if 0. D. 
resides at a considerable distance from A. B. & Co. (as, for 
example, if one of the parties carries on business abroad, and the 
other in this country) the discrepancy in dates may easily be a 
matter of weeks. Similarly, while A. B. & Co. will naturally 
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make the entry in their books as on the Ist January, 1908, their 
bankers (the London and County Bank) will only debit them 
with the amount of the cheque on the day when it is actually 
presented to them for payment, which, at the earliest, cannot lie 
before it has been actually received by 0. D., and may be some 
days later. 

39. For business purposes it is often necessary for one party 
to forward to another a statement of account, showing the position 
between the two. Such statement would naturally be a copy of 
the account between them as it appears in the bool^ of the party 
rendering the account. For obvious reasons, however, an account 
forward^ to C. D. would convey little to his mind, if only M% 
name appeared as the heading thereof ; as it would be necessary 
for him to guess, if he could, from whom such account had been 
received. It is customary, therefore, for the party forwarding 
the account to add his own name after the name of the partv 
to whom the account is rendered, the words *'in account with" 
being placed between the two. Thus if A. B. & Co. forward to 
C. D. a copy of his account as it appears in their ledger, the 
heading to the account would be " C. D. in a/c with A. B. & Co." 
It has already been stated that upon a compmson of this account 
with the corresponding account in C. D.'s books, apart from the 
discrepancy as to dates it will be found that Uie sides of the 
account are transposed, Le. debit entries will be found upon 
the credit side, and vke versa. To avoid this apparent discrepancy 
some business houses, when forwarding accounts to their customers 
and others, transpose the sides, framing the account in the form 
in which they imagine it would appear in their customer's ledger. 
On account of the necessary discrepancy in dates, however, it is 
almost certain that there will never be any absolute agreement 
between the two. However that may be, if the sides have been 
deliberately transposed as before stated, the heading must likewise 
be transposed, and should read " A. B. & Co. in a/c with C. D." 
The account is then, apart from differences in dates, identical 
with the form of a similar account that might have been rendered 
by C. D. to A. B. & Co. in regard to the same transactions. 

40. A statement of account thus rendered by one party to 
another is known as an " Account Stated." The party to whom 
it is addressed is not necessarily obliged to accept it as a true 
statement of the position of affairs; but by neglect to draw 
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attention to inaocnraoies he maj^ be compelled so to do ; or, as it is 
called, be "estopped" from dutpnting its aocnracy. The party 
rendering the account is, on the other hand, 'prmS, fads bonnd 
thereby. He may, however, correct any manifest inaccuracy np to 
the time that the account ha& been " settled " by admission of the 
other party or by payment ; or he may reserve the right to draw 
attention to subsequently discovered mistakes by affixing to the 
foot of the account the sign "B.K" or "B. and O.B.," mean- 
ing "Brrors Excepted" or "Errors and Omissions Excepted" 
respectively. 

41. A running account in the books of a business house 
recording its dealings with another is legally known as an 
"Account Current," and neither party is neceiarily bound by 
the statements contained therein. Commercially, however, the 
term "Account Current " is commonly applied to what is in law 
an " Account Stated " — that is to say, a copy of a running account 
rendered by one party to another. Such Accounts Current, 
however, are usually distinguished from ordinary business accounts 
by running on for an indefinite period, instead of being definitely 
settled by actual payment up to a specified date at definite 
intervals. An Account Current frequently, but not necessarily, 
carries interest payable by the debtor to the creditor on the 
amount of the outstanding balance from time to time. 

42. A " Settled Account " is, as its name implies, one that has 
been settled, or agreed, between the parties. An account mav be 
settled by actual payment, in which case it cannot be reopened by 
either party unless fraud be alleged ; or it may be settled bv an 
expressed or implied undertaking to pay that amount, or to allow 
it to be set off against a contra-account — i,e. one for a larger 
amount due to the debtor from the creditor. 
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CHAPTER VI 

THE LBDGEB 

48. It has been stated that, in bookkeeping, separate aocoonts 
are opened for the pnrpose of recordmg different classes of 
transactions, i.e. transactions with different business houses or 
property, or between the business and the Proprietary in respect 
of different classes of earnings or expenses. It thus follows that 
the accounts as a whole comprise an exhaustive statement of all 
the transactions of the business, classified according to their 
nature. The collection of accounts so comprised is called the 
Ledger, the word "ledger" meaning the book, or receptacle, in 
which the various accounts are " stored " or " laid up." Formerly 
such a record was comprised in a single bound book, and where the 
number of separate accounts is not very great this is undoubtedly 
the most convenient plan. Where, however, the accounts are too 
numerous, and the transactions too frequent, for it to be possible 
for the whole record to be made conveniently by a single book- 
keeper, it is necessary to sub-divide the work, and consequently to 
sub-divide the book in which it is comprised. Thus in practice 
the Ledger is frequently sub-divided, the basis of the division 
varying according to circumstances, and being determined merely 
by convenience as to the organisation of the office work and the 
sub-division of duties. Distinctive names are given to each 
separate book for the purpose of identification, e.g. "Sales 
Ledger," " Sold Ledger," or " Customers' Ledger," comprising 
the accounts of customers or trade debtors ; " Bought Ledger," 
or "Purchases Ledger," comprising the accounts of trade 
creditors; "General Ledger," comprising the remaining ledger 
accounts — sometimes sub-divided into "Nominal Ledger," com- 
prising the nominal accounts ; and " Private Ledger," comprising 
such accounts (whatever their precise nature) as it may be desired 
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to keep private from the general staff, namdj, those showing the 
profit or loss of the business, the amount of proprietors* capital 
therein, and the financial position generally. 

44. Wherever a snb-division of the Ledger occurs, the contents 
of all the Ledgers must of course be consulted before any com- 
plete impression may be gathered as to the position of the 
business as a whole; and, unless some system of sectional 
balancing be employed, it is necessary to collect together the 
outstandmg balances in all the Ledgers before a Trial Balance 
can>be prepared from the books of the business as a whole. 

45. In the early days of Double Entry Bookkeeping it was 
customaiy for the various Ledger Accounts to be commenced on 
consecutive pages in the same book, each acQount being carried 
forward, when that page was fully occupied, to the next available 
vacant page. This plan had the advantage, when a Ledger had 
been recently opened, of keeping all the accounts together ; and 
it was considered that, by making it a rule never to leave a blank 
page between any two accounts, the risk of fraud by the con- 
struction of a fictitious account at a later date was entirely 
obviate On the other hand, inasmuch as some Ledger Accounts 
record far more numerous transactions than others, and as there- 
fore some pages of the Ledger would, in the natural course of 
events, be far more rapidly filled up than others, this plan had the 
effect of scattering over numerous pages throughout the whole of 
the book the most important accounts comprising the greatest 
number of transactions, while these very accounts would be 
those to which, in the ordinary course of events, reference would 
most frequently have to be made. Moreover, the advantage of 
keeping all the accounts together, while of undoubted value so 
long as it lasted, was, in the nature of things, lost when the 
Ledger had been in use for more than a comparatively short 
time. 

46. Recognising the inconveniences of this system, the more 
modem practice has been to, as far as possible, plan in advance 
the probable space that will be required for the record of each 
account during a period equal to the estimated life of the Ledger, 
with a view to allotting a corresponding amount of space to each 
account in the first instance, so that all the records relating to 
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that acoonnt may be on conseoutive pages. This is undonbtedly 
an improTement upon the earlier plan ; but it can, in practice, 
never be carried out in its entirety, inasmuch as it is not possible 
to foresee exactly how mach space will be required for each 
separate account, while during the lifetime of a Iiedger^usually 
two or three years — it is more than likely that some accounts wiu 
be discontinued altogether, and that certain new accounts not 
originally contemplated will require to be opened. In practice, 
therefore, so long as the bound oook is retained, the necessity of 
carrying accounts forward from one part of the Ledger to 
another is certain to arise, and likely to occur very frequently. 

47. It is with the object of removing these necessary limita- 
tions of the Bound Ledger that the Loose-leaf Ledger has been 
introduced during recent years. It is not practicable in a work 
of this size to deal at length with loose-leaf systems of book- 
keeping. It m^ be mentioned shortly, however, that the 
principle of the Loose-leaf Ledger is to substitute for the per- 
manent binding of the ordinary Dound book a temporary binding 
(or file, as it may perhaps more conveniently be described), which 
win enable each sheet of the Ledger to be removed as finished, 
and a dean sheet substituted in its place, the filled-up sheets, as 
removed, being in their turn bound up in a second cover. By 
this means it is practicable for all the items relating to any one 
account to be kept together over a very extended period, the 
sheet containing the most recent entries appearing in we current 
binder, and all prior sheets relating to the same account appearing 
one after the other in another binder, known as a ^^ Transfer Case. ' 
The system opens the door to irregularities and fraud if it is 
possible for the bookkeepers to remove sheets at will, either from 
the Current Ledger or the Transfer Case ; but if, as is ordinarily 
the case, the binding attachment of both is under lock and key, 
and the key in the custody of some responsible person other than 
the ledger-keeper, all risl^ of fraud are eliminated. 

48. Whatever the arrangements of the Ledgers may be, inas- 
much as the page of a Ledger must always be of a limited size, it 
necessarily follows that sooner or later the transactions affecting 
each particular account will fill a page, and the need arise to 
continue operations upon another page. This operation presents 
no difficulty in practice. AU that is necessary is to add up the 
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totals on the debit and credit sides respectivelj and insert them 
at the foot of the page now finished, together with a reference to 
the page to which the account is about to be transferred. At the 
commencement of the last-named page the debit and credit totals 
are entered upon their respective sides, together with a reference 
to the page from which these totals have been brought forward, 
and thus the operation of " canring forward " an account, as it is 
called, may be readily performed without in any way disturbing 
the effect of the record, as shown by the following example : — 



Dr. 



F. G. & 00. 



Or. (16) 



1908. 






£ 


«. 


d. 


1908. 






£ 


8. 


d 


ApL 2 


To Goods 


. . 83 


2 


7 


6 


Apl. 18 


iBy Returns . 


92 




9 





« 9 


» » • 


. 90 


2 


5 


2 


May 8 


„ Oash . . 


216 


13 


10 


10 


„ 16 


») » 


. 106 


6 


2 


8 


») 


„ Disconnt. 


»9 




6 


9 


« 24 


» *9 


. 181 


4 


11 


8 


Jane 8 


„ Oash . . 


238 


17 


3 





May 2 


>» »> 


. 150 


2 


7 


6 


»» 


„ Disoonnt . 


n 




8 


9 


« 9 


n » 


. 169 


1 


10 


8 














r. 25 


» ») 


. . 174 


13 


13 


7 




^'^ 










June 7 


Forwarc 


. . 201 
L . 85 


1 


10 


8 




^.^ 


85 








33 


9 





Forward • 


31 


18 


4 



(85) Dr. 



F. G. & CO. 



Or. 



1908. 






£ 


«. 


d. 


1908. 






£ 


9. 


(2. 




Forward . 


16 


33 


9 







Forward . 


16 


31 


18 


4 


June 16 


To Goods. . 


218 


10 


10 


11 














n 19 


»9 »> • • 


232 


3 


10 

















„ 30 


» »> « • 


260 


4 


10 


8 















49. It is obvious, however, that if the Ledger accounts were 
allowed to run on week after week, month after month, and year 
after year in this manner, the totals would soon become enormous, 
rendering it extremely difficult to tell at a glance the state of 
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the account and greatly increasing the risks of clerical errors. It 
is customary, therefore, every time an account is settled by actual 
payment, or by a transfer to some other account, for the settle- 
ment to be shown clearly upon the face of the Ledger Account 
by the process known as " ruling off " the account. There are 
various ways in which this may be done, and it is very largely 
a matter of personal inclination which be employed. Alternative 
methods are therefore shown below. It need hardly be added, 
however, that, to avoid confusion, it is convenient that a uniform 
method should be adopted throughout each separate Ledger. 



Jh. 



F. G. & 00. 



Or. 



1908. 


ApL 


2 


» 


9 


» 


16 


»> 


24 


May 


2 


» 


9 


» 


25 


June 


7 


r% 


16 


»» 


19 


»> 


30 


July 


1 



To Goods . 



— ^£14 6«. 7d.- 
To Goods . . 



To Goods . 
>» f» • 

» » • 
—£20 1«. lOd. 

To Balance 



1 
13 



17 



1 

10 

3 

4 



20 



11 



(2. 1908. 
6 Apl. 18 
2 May 3 

8 
3 



6 June 8 
8 H 



10 



8 June 30 
11 

3 



By Betoms . 
„ Oash . . 
n Disooont . 

£14 e«. 7<l. 

By Oash . . 
n Discount . 



By Balance 




13 



17 



17 



11 



50. It has already been mentioned that an account is some- 
times settled by a transfer to a contra account. It may be added 
that, for the purpose of classifying transactions, subordinate 
accounts are sometimes opened, whi<m from time to time it is 
necessary to amalgamate into a general account. The most 
representative example of this is the employment of Nominal 
Accounts to enable earnings and expenditure to be analysed 
under suitable headings, the results being {tfterwards brought 
together into the general Bevenue Account or Profit and Loss 
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Account. The operation of transferring a Ledger balance from 
one account to another is as follows : — ^Assuming the sum total 
of the entries upon the debit side to exceed the sum total of the 
entries upon the credit side of an account, that account is said 
to show a ^^ debit balance." On the credit side of the account 
an entry is made for the amount of such balance, the effect being 
to secure an exact agreement of the totals which enables that 
account to be ruled off as settled. The corresponding debit entry 
is then made to the second account to which it is proposed that 
the balance shall be transferred — in this case the Profit and Loss 
Account. The effect of this transfer, it will be observed, is in no 
way to disturb the balancing of the books, for the same amount 
has been entered upon both debit and credit sides. The preciBe 
effect of what has been done is to wipe out a balance formerly 
standing on one account, and to add the same amount to the 
same side of another Ledger account, as shown by the following 
example. It need hardly be added, however, that such transfers 
must never be made unless justified by the actual facts of the 
case. An improper transfer, not in accordance with the facts, 
may ver}r easily create an entirely misleading impression as to 
the position of affairs — as, for instance, if a debit balance on Bent, 
Bates, and Taxes Account (representing an expense or loss) be 
transferred to the debit of Business Premises^ Account, where 
it would represent the actual value of business premises, or an 
asset. It IS necessary not merely to see that uie aritbrneticetl 
balance of the bookkeeping entries is maintained, but alBO that 
their substantial accuracy, as a record of transactions that have 
taken place, is reflected by the headings of the accounts against 
which the items are recorded. 



Dt. 



KENT, KATES, AND TAXES ACCOUNT. 



Or. 



1908 
Feb. 2 
Apl. 16 
May 19 
June 80 



To Cash 



„ Suspense Ac- 
count .... 



£ 
11 
50 
24 

50 

135 



1908. 
Ol June 30 









By Profit and 
Loss Account . 



£ 
135 

135 
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Or. 



1908. 
JoneSO 


To Bent, Bates, 
and Taxes . . 


£ 
135 


8 


d. 



1908. 




£ 


«. 


d. 



51. From time to time it is convenient, especially in the case 
of those accounts which, in the ordinary coarse of events, are 
not settled by actual payment at frequent intervals, that the 
statement of the account should be clearly placed on reccnrd so 
that it may be seen at a glance ; and it need hardly be stated 
that the more numerous the transactions may be, the more 
necessary is it that their combined effect should thus be placed 
on record from time to time* The process is called *' brmging 
down " the balances, and is similar to transf errine a balance from 
one Ledger account to another, save that instead of the balance 
subsequently appearing on an account bearing a different heading, 
its second appearance is upon an account bearing the same name 
as before. Commonly, the second account is a mere continuation 
of the first, as, for instance, in the following example. The true 
inwardness of this process will, perhaps, be most readily per- 
ceived, if it be considered what would be the correct practice 
assuming that on the 31st December, 1907, the then cashier were 
to be replaced by a new cashier. In that event the old cashier 
would naturally hand over to the new cashier the balance in his 
hands for which he was accountable, which appeared as a debit 
baluice on his account : upon the amount being so paid over, 
naturally the old cashier would receive credit therefor, thus 
settling (or closing) his account ; while the new cashier, starting 
duties by receiving this balance from the old cashier, would 
equally be debited in the first instance with the amount so 
received by him. The practice is thus perfectly comprehensible 
where there has been a change in the personnel of the accounting 
party, and, if the principle thus involved be duly appreciated, 
it is thought that no difficulty will be experienced, m under- 
standing that the same principle may be applied to distinguish 
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between the old account and a new account with the same 
individual. 



Dr. 




CASH ACCOUNT. 




Or 




1907. 




£ 


«. 


d. 


1907. 




£ 


0. 


d. 


Deo. 1 


To Bank . . . 


69 








Dec. 2 


By Robinson . . 


69 








„ 5 


„ Jones . . . 


58 


11 


2 


•, 10 


„ Bank . . . 


158 


11 


2 


„ 10 


„ Smith . . . 


100 








n 15 


„ Petty Cash . 
„ Bank . . . 


10 








. 12 


„ Brown. . . 


56 








,. 21 


70 








„ 20 


„ Harvey . . 


24 








M 31 


M Balance . . 


96 








„ 27 


„ Jones . . . 


96 
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11 
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408 


11 
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*= 


1908. 




















Jan. 1 


To Balance . . 


96 
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CHAPTEE VII 

BOOKS OF FIBST BNTBT 

52. HiTHEBTO explanations of bookkeeping records have been 
confined to their effect' npon the corresponding Ledger accounts^ 
and it has been expkdned that each snch transaction affects two 
Ledger accounts, thus necessitating a double record. It is clear 
that, even in the case of a very small business, it would fre- 
quently be extremely inconvenient to pause in the midst of 
business operations to make this double record to the appropriate 
accounts in the Ledger ; and as the size of the busmess and 
the number of transactions embarked upon increases, and as 
the number of persons generally engaged in such transactions 
increases, the limit would very speedily h& reached, when it would 
be hopelessly impracticable to expect each of the various 
employees to record his own transactions direct to the appro- 
priate Ledger accounts at the time. Even supposing that aU the 
business operations were perform^ in a single room, the general 
scramble that would take place for the l^oks may readily be 
pictured, but when it is borne in mind that ordinarily business 
operations would take place in numerous rooms throughout a 
large building, and many perhaps at branches situated at some 
distance from headquarters, it is clear that it is onl^ in theory 
that the idea of the immediate record of transactions to the 
appropriate accounts in the Ledger is even conceivable. 

53. When bookkeeping was in its infancy, business houses 
operated upon a very much smaller scale than is customary at 
the present time, and in those days the practice of making a 
memorandum of the transaction at the time, in a memorandum 
or statistical book, called the " Waste Book '' — ^leaving the actual 
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bookkeeping entries to be made more at leisnre — doabUess 
answered fairly well. Even then, however, it was not usual to 
make the entries direct from the Waste Book into the Ledger, an 
intermediate book being employed, called the " Journal," which 
might be regarded as a fair copy of the Waste Book, arrived at 
by condensing the entries entered in the Waste Book as far as 
possible to save needless repetition, but otherwise recording all 
transactions as they took place in order of date. From the 
Journal the necessary entries were then made into the Ledger to 
the debit and credit of the appropriate accounts. Various forms 
of Journal have been in use from time to time, but the following 
form of ruling has survived to the present day : — 



JOURNAL, 19 . 



Dr. 



Or. 



Date. 


PtfttcnUn., 


Folio. 


Anoimt Oi 
debit. 


Amount of 
credit. 








£ 


«. 


d. 


£ 


ff. 


d. 



54. The above form of ruling is so designed that from this 
stage onwards bookkeeping would become a pureljr mechanical 
process, inasmuch as the exact nature of the transaction has to be 
gauged before the Journal entry is made, the Journal entry show- 
ing clearly what account has to be debited, what account has to 
be credited, and what is the value of the transaction. The items 
appearing in the left-hand (ot debit) money colunm have to be 
posted to the debit side of the Ledger account named upon the 
corresponding line — the particulars or description there entered 
being shown by the wordmg of the line underneath. The money 
value appearing in the right-hand (or credit) money column has 
similarly to be recorded on the credit side of the Ledger account 
appearing in the corresponding line, the narration l^ing deter- 
mined by the account that lu^ been debited, as shown by the 
preceding line, as follows : — 
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JOURNAL, 1907. I>r. Or. (19) 



Deo. 25 



Bent Acoonnt 

ToX.Y. Z 

Being one quarief't rent of offieee due 

this day. 



81 



£ 
50 



£ 
50 



(62) Dr. 



BENT ACXX)UNT. 



Or. 



1907. 
Deo. 25 


TOX.Y.Z. . 


J. 
19 


£ 
50 


8. 



d. 










£ 


«. 


d 



Dr. 



X. Y. Z. 



Or. (81) 



1907, 
Deo. 25 



By Bent Ao- 
oonnt . . . 



£ 
50 



55. It will be seen that the process is cumbersome, as 
necessitating the employment in the first instance of memor- 
andum entries of the transactions as they take place, and subse- 
quently formulating them as Journal entries — with, of course, 
the risk of possible error in the process. Moreover, inasmuch as 
all transactions have to be recorded through the same Joum^, 
the system itself breaks down so soon as the business grows to 
such dimensions as to make it impossible for one bookkeeper to 
keep pace with the record of the transactions as they occur 
from time to time. The earliest attempts to meet this practical 
requirement of the situation were in the direction of sum- 
marising the records of the Waste Book, with a view to reducing 
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the number of Journal entries necessary to record the transac- 
tions of each day. Obviously, however, there would be a limit 
to the extent to which this process of summarising would be 
practicable, and, in any event, the risks of inadvertent or 
fraudulent error in the process would be considerable. Accord- 
ingly, modern practice has been in the direction of merging the 
Waste Book and Journal into one book—employed not as a 
memorandum book, but as a book of account — in which all 
transactions are recorded as they teke place (thus giving rise to 
the term " book of first entry," or " book of original entry "), 
but of sub-dividing this book in the same way that the Ledger 
itself is sub-divided, so as to permit of a numerous staff being 
simultaneously engaged. 

56. Directly the idea of sub-dividing books of first entry is 
acted upon, it is obvious that, on the ground of convenience, 
the sub-division would follow the same lines as the sub- 
division of the duties of the different members of the business 
staff. For example, ordinarily speaking, persons charged with 
the receipt and payment of money would be different from 
those charged with attending upon customers and selling goods, 
while they again would be different from those whose duty it 
was to select and purchase goods from wholesale houses or 
manufacturers.. Thus, without any special consideration for 
the conveniences of mere bookkeeping, it would naturally follow 
from a sub-division of the Journal that each separate divisional 
Journal would be emploj^ed exclusively to deal with transactions 
of a particular class, giving rise to "Cash Journal," "Sales 
Journd," " Purchases Journal" " Sales Returns Journal," " Pur- 
chases Returns Journal," etc. In almost every business, however, 
there would still occur, from time to time, a certain number of 
unusual transactions, in respect of which it would not be worth 
while to provide a distinctive class of Journal. These would 
continue to be recorded in a so-called " General Journal," kept 
upon the original lines, and, in the great majority of instances, it 
is only in this form that the old-fashion^ Journal (par. 53) 
survives at the present day — as a convenient means of record- 
ing unusual, or infrequent, transactions prior to their being entered 
up to the appropriate Ledger accounts. 

57. So far as the Cash Journal is concerned, this is rarely 
employed in practice, because a much more convenient short-cut 
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readily suggests itself. In the majority of commercial businesses, 
the number of cash transactions ^including bank transactions 
under this heading) is very considerable, and represents an 
appreciable proportion of the total number. It is obvious that, 
if these are to be laboriously entered in a Gash Journal in the 
first instance and afterwards recorded to the proper Ledger 
accounts, much time is occupied ; and if any other equally 
serviceable device can be hit upon that effects a saving of such 
time, its advantages must be obvious. It has alr^y been 
pointed out that, in the ordinary course of events, the Ledger 
of a business of even reasonable proportions would natumly 
be subndivided and spread over several separate books. There 
is no reason why one of these books should not be exclusively 
devoted to the keeping of the Gash Account, or the Banker s 
Account, or both. If this plan be employed, there can be no 
practical objection to the cash transactions being entered direct 
to the corresponding Ledger account, for the employment of 
the Gash Ledger (or ^^ Gash Book," as it is commonly called) 
for this purpose would not interfere in any way with the use of 
the other Ledger accounts bound up in distinct books. By 
this means all necessity for a Gash Journal may be avoided, 
and a corresponding amount of time saved; with the further 
advantage that the Gash Account and Bank Account, being 
written up at the time, would at all times show the exact 
state of these accounts from hour to hour, whereas, if a Gash 
Journal were employed, the corresponding Ledger accounts 
would necessarily be written up at less frequent intervals, and 
would thus ordinarily be always a little behind time, and thus 
never able to show the position up to that precise moment. For 
obvious reasons, there is no department of a business in respect 
of which prompt information is more essential than its cash 
resources. 

58. It has already been stated that the modem practice is, 
as far as possible, to make the Banker the sole cashier of the 
business, save for quite trifling expenses, which will be dealt with 
hereafter under the heading of " Petty Cash." When this plan 
is adopted, the Cash Book may be quite simple in form, being 
indeed merely an account recording the position of the business 
with regard to its Bankers. Inasmuch, however, as it is not 
usual for each individual item received to be handed over to 
the Bankers separately, but rather for the total of such receipts 
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to be paid into the Bank at the end of each day, it is convenient 
that the Cash Book should be provided with an inner colnnm 
showing these details, while the onter column may show the total 
paid over to the Bankers from time to time. Similarly with 
regard to payments, as a cheque is sometimes drawn chargeable 
against two or more different accounts, it is convenient that upon 
the credit side of the Cash Book also there should be an inner 
column for the record of details, while the outer column shows 
the total of each cheque. This is the ordinary form of two- 
column Cash Book, shown below — 



Dr. 



CASH. 



CONTRA. 



Or, 



1908. 
Jan. 1 
3 

a 



To BitUuioe . 

Smith . 

, Brown . 

, Boblnion 



1908. 
9|J«n. 



iBy 



SaUries . . 
„ Petty Ex- 
penses . . 

MUes&Co. . 
, Simpson &Son 



17 


IS Si 



59. In cases where the business is carried on at some distance 
from the nearest bank, or where, for some other reason, a 
considerable number of payments have necessarily to be made 
in coin or in notes, it is mipracticable to constitute the Bankers 
the sole cashiers of the business. In these circumstances it is 
possible to employ two Cash Books, one dealing exclusively with 
the receipts and payments of the Bankers on behalf of the 
business, the other dealing exclusively with the receipts and 
payments of the cariiier employed by the business itself, and 
each such hook may, if desired, be of the form shown in par. 
58. As a rule, however, it is convenient in such cases, that 
only one Cash Book should be employed both in respect of Office 
Cash and Bank transactions, so that the total cash resources of 
the business may be perceived by looking at that one book. 
Obviously, however, the records, although kept in one book, 
must be kept distinct. This may readily be done by devoting 
distinctive columns to each record, as shown in the foUowing 
example : — 
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Dr. 




CASH. 










CONTRA. 








(V. 




1M8. 




CMh. 


Bulk. 


1908. 




Cwsli. . 


Bank. 


£ 


«. 


d. 


£ 


«. 


d. 


£ 


t. 


d. 


£ 


«. 


d 


Jan. I 


ToBalABoe . . 








863 


3 


\ 1 Jan. 1 


ByCkah . , . 








34 


n 


1 


» 1 


„ Bank . . . 


34 


17 


1 








» 1 


„ Salifcflffl . , 


IB 


10 











.. 8 


;. Smith. . . 


8 


1 


3 








.. 1 


„ Petly E»- 














M 3 




16 


2 


6 










fpeDflH . , 


le 


ft 


1 






M 8 


'/.Cash . . . 








94 


3 


« 


.. 1 


„ MJSe**Co. . 








43 


8 


„ 4 


., BobiDBon . 








63 


4 


6 


:; \ 


.. Batik . . . 


34 


d 


» 


le 


13 3 



60. Here the colamns headed Cash represent respeotivelv 
the receipts and payments of the office cashier, monies paid 
by him into the Bank being treated as his payments along with 
those that he may make to other parties. Similarly, cheques 
cashed by him from time to time to replenish his cash box are 
treated by him as receipts. In the Bank columns, on the other 
hand, cheques cashed to replenish the cash box of the cashier are 
properly recorded as payments, like all other cheques ; while 
monies paid in by the cashier are treated as receipts, as well 
as any other items that may be received by the Bank direct from 
other sources. Thus the balance between the columns headed 
"Office," or "Cash," if a debit balance, represents the excess 
of the cashier^s receipts over his payments, or Cash in Hand; 
and a credit balance would represent an excess of his payments 
over his receipts, or cash for the time being out of pocket. 
Similarly, a debit balance on the "Bank" colunms would repre- 
sent an excess of receipts by the Bank over its payments, or 
money in its hands belonging to its customer ; and a credit 
balance would represent an overdraft or excess of payments 
by the Bank over its receipts. The advantages of keeping 
both sets of records in a single book are that the total cash 
resources may be readily perceived by looking at one book only, 
and also that the corresponding entries to the suitable Ledger 
Accounts necessary to complete the double-entry may be more 
conveniently made from one Gash Book than from two, more 
especially if they are to be entered in the Ledger in their proper 
order of date. 

61. This is perhaps the most convenient time to draw atten- 
tion to the system of referencing employed in connection with 
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^ r ** f I Jiimj^ * ■■ It 1i oiiiMnly rilM The pages 

of Uie ]>ed^a» aad of exk Book off Fnii lalij, aie numbered 
eoBoeeattrdf. Upom oa ifecBi eotend im a book ctf fiistrentiy 
bm^ poifeed to tbe appoinfte Ledccr Acromit, the folio of 
that aeeoQiit im the Ledger k eotered againsi that iton in the 
book of fint^entij in the folio ealmin ; a croaa-irferenoe being 
pioiided by neocding in the f<^k> ecdnmn of the Ledger the 
nnmber of the f oho of the bocd^ of fint^ntiy from whidi the 
iton it dmred. TUi plan aores the double porpoee of facili- 
tating rrferraieef (for natmaUj the books ctf first enby contain 
more detail than the Ledger aocoonta, and it is tiieref ore often 
ne qciaai y to refer to them iriien particolais are required) and 
of indinating at a ^aaoe JSf to what point the iMt)ce8B of entering 
np, or ^posting^^'from the books of first^ntry into the Ledger has 
been earned^ Primd/aeie all items appearing in a book of first* 
entay against which no folio re f erences appear have not yet been 
posted mto the Ledger ; aiiud, conversely, idl items so f olioed have 
Deen posted Similarly, in the Ledger, an item against which no 
folio appeared wonld appear primd facie not to have come from any 
book 01 first-entry, thns transparently calling for farther inquiry. 
It need perhaps liardly be added that, in order to guard against 
clerical errors and omissions of all descriptions, all Ledger 
postings, and all additions, both in books of first-entry and in 
the Ledgers, should invariably be checked by some one other 
than the person who in the first instance performed the operation. 

62. Where Ledgers and books of first-entry are numerous, 
it is necessarv to provide something beyond the mere folio 
number in order to make the reference dear. Sometimes the 
plan is adopted of making the f oUos of one Ledger ran on from 
those of the last. Thus, if there be three Ledgers, each con- 
taining one thousand folios, the folios in the first Ledger might 
be allowed Nob. 1 to 1000, in the second Ledger 1001 to 2000, 
and those ia the third Ledger 2001 to 3000. Then the mere 
number of the foUo indicates in which Ledger the entry is 
to be found. At other times Ledgers bear distinctive letters. 
Thus " T46 " might represent "folio 46 " in the Town Ledger, or the 
Lt)dg6r containing the accounts of customers residing in London ; 
while «« F217 " would represent "folio 217 " in the Foreign Ledger, 
and 80 on. Books of nrst-entiT are usually distinguished partly 
by implioation, and partly by the employment of letters. Thus 
aU items posted from the Q^sh Book would be described as " To 



Digitized 



by Google 



BOOKS OF FIRST ENTRY 49 

Cash," or " By Cash," as the case may be, and the mere folio 
of the Cash Book, without any further distinctive mark, is 
sufficient to show whence they have been posted. Similarly, if 
there is only one Sales Journal or Purchases Journal, it is clear 
that all items which are in the nature of Sales or Purchases must 
have come through that book ; while if there are several such 
Journals, they are usually identified by letters prefixed to the 
folio reference. Unusual transactions of a miscellaneous nature 
that have been passed through the General Journal are similarly 
identified by the letter "J" prefixed to the folio reference. 
To avoid confusion between " J " as indicating Journal, and " J " 
as indicating one of a series of Ledgers or books of first-entry, 
it is usual to omit the letter " J " from the alphabet for the 
last-named purpose, allowing Ledger K to follow next after 
Ledger L 

63. As ahready stated, a sub-division of the Journal necessary 
to enable a numerous staff to be simultaneously employed quite 
naturally results in each separate sub-division of the Journal 
(save that retained for unusual entries of a miscellaneous character) 
being exclusively devoted to records of a particular description, 
as, for instance, the sale or purchase of goods ; hence the '' Sales 
Journal," commonly known as "Sales Day Book," or merely 
" Day Book ; " and the " Purchases Journal," commonly known 
as "Purchases Book," "Bought Book," or "Invoice Book." 
Assuming a business of a comparatively simple nature, it will 
thus follow in the case of a Sales Journal that, while it will be 
necessary to debit the entries recorded therein to a number of 
separate accounts opened in the names of the various customers 
to whom the goods liave been sent, the corresponding credit entry 
will be the same in all cases ; namely, to the credit of the " Goods 
Account," which has parted with the goods sold. Directly this 
point is appreciated, it will be observed that the labour of writing 
up the Ledger is practically reduced by one-half. Thus, sup- 
posing there be one thousand items of sales in a month, instead 
of it being necessary to debit one thousand items to corresponding 
customers' accounts and to credit one thousand items to Goods 
Account, while it is still necessary to write up the customers' 
accounts in detail — a process which involves one thousand entries 
— a single entry to the credit of the Goods Account of the total of 
the Sales Journal for the month will serve all practical purposes. 
Hence it follows that the process of classifying transactions 
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in the books of first-entry by sub-dividing the Journal very 
materially reduces the amount of clerical work involved in the 
keeping of the proper Ledger Accounts, without in any way 
impairmg their efficiency. As a result, it is lio longer necessary 
to provide such specialised Journals with two money columns, for 
debit and credit entries respectively. The items will be posted 
to one side of the Ledger in detail, and the periodical total to the 
opposite side of the Ledger Account affecte<i by the transactions 
recorded in that particukr book. As a rule, however, it is still 
convenient to retain the two money columns in practice; but 
instead of employing them for debit and credit entries respectively, 
they are employed — like the Cash Book columns — ^for details and 
totals respectively, as follows : — 



JANUAEY, 1908. 



-iBt- 



Avexrne 0. 0. — 
1 doz. A. A. Bats at 158. each 
i ^ Matoh BaUs at 50f . • . 



Ohas. Greaves — 
1 Enfield Bicycle and AccesBories 

3rd 

Major Green — 

1 set Golf Clubs to order . . . 

LeaviUe Grammar School — 
1} doz. A. B. Bats at llOs. . . . 

2 pairs Pads at 9^ 

4 Scoring Books at 2«. 64. . . . 

Forward .... 



10 
10 



32 



13 



17 



64. In many businesses, however, the operations are not of 
such a simple nature that all the goods bought and sold are of a 
similar description ; that is to say, many traders and manufacturers 
deal in several different classes of goods, in which case — ^in order 
that they may secure proper control over the management of 
their affairs — it is desirable that each class of goods should be 
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regarded as a separate '' departmenb," capable of showing its 
resalts independently of the other departments. In snch a case 
it wonld manifestly be insofBcient for the periodical total of Sales 
to be posted to the credit of a general account called Goods 
Account. Consequently it is usual to open as many distinct 
Goods Accounts as there are separate departments in the business, 
distinguishing each by an appropriate heading, and the form of 
Sales Journal already described is then no longer practicable 
unless it should be found convenient to keep a separate Sales 
Journal for each department, in which case natiu^ly the periodical 
total of each Sales Journal will be the total Sales of the corre- 
sponding department for that same period. In the majority of 
instances such a plan is quite practicable in respect of Sales, but 
rarely so in respect of Purchases, and in some cases it is not even 
convenient with regard to Sales. To meet the altered conditions, 
therefore, it is necessary to vary the form of Sales Journal. The 
following example represents the transactions recorded in the 
Sales Journal given on p. 50, assuming them to be analysed over 
three departments as stated : — 



SALES JOUBITAL. 

January, 1908. 



Date. 



Fo. 



Name. 



Partioulare. 



Amount Orickei 



Bi- 
cycles. 



Golf. 



Jan. 1 



„ 1 



Avenue G. C. 



Chas. OreaTes . 
Major Qreen . . 
LeayiUeGr.Sehl 



1 doK. A. A. Bate 15«. 

ea<di 

i doz. Match Balls at 

60t 

1 Enfield Bicyde, etc. 

1 set Golf Glabs . . 
Udoz. A. B. Bats at 

110« 

2 pain Pads at 9t. 
4 Scoring Books at 

at.6<i. . . . . 



Forward , 



10 






— 10 
10 
2 



17 



13 



10 



17 



10 



65. The above form calls for but little explanation. It will 
be observed that it is practically a repetition of the Sales Day 
Book shown on p. 50, with three additional money columns 
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upon the right-hand side, which enable the Sales to be analysed 
so that the totals of these three columns mayrespectively'represent 
the total Sales for each of the three departments during the same 
period. The clerical accuracy of the analysis is tested by an 
agreement of the cross total of these three totals with the total of 
the total column itself, and of course, if necessary, the cross total 
may be checked at the foot of every page. With the analytical 
(or " tabular ") form of Sales Journal, instead of the total of the 
total coluom being periodically posted to the credit of a general 
Ooods Account, the total of the column marked '^ Cricket " would 
be i)osted to the credit of a specialised Ooods Account called 
'* Cricket Account," the total of the column marked " Bicycles " 
similarly posted to the credit of a " Bicycles Account," and the 
total of the column marked '^ Golf " similarly posted to the credit 
of an account marked '^ Golf Account." By this means, and with 
but little more clerical labour, it becomes quite practicable to 
analyse the Sales departmentally to any desired extent, and it 
need perhaps hardly be added that Purchases and Returns may 
be d^t with upon similar lines. As has already been stated, 
however, where the transactions are extremely numerous, and 
where, therefore, the employment of a tabular Sales Journal might 
prove troublesome, it wul usually be found quite practicable, and 
more convenient, to employ a separate departmental Sales Journal 
for each department. The only possible objection to this is that 
the customers' accounts have to be written up from several Sales 
Journals instead of from one. This, however, is, after all, not a 
very serious consideration, as the postings would naturally be 
made daily. 

66. Before leaving the subject of books of first-entry, it wiU 
be convenient to describe the various methods of dealing with 
Cash Discounts. A Cash Discount is an allowance made by a 
creditor to a debtor when the latter pays an account before a 
specified time. Where transactions of this description are in- 
frequent, the usual practice is to pass each through the Journal 
as the necessity arises, as shown by the following entries, which 
purport to record that (1) an allowance of 125. M, has been made 
to A. upon the payment of his account, resulting in a loss to the 
business, which must be debited to '^ Discounts Account," and 
credited to A. ; and (2) an allowance to the business by B. of 26«. 
for Discount, resulting in a profit to the business, which must be 
credited to " Discounts Account," and debited to B. 



Digitized 



by Google 



BOOKS OF FIRST ENTRY 
JOURNAL, 1908. IV. 



53 



Or. 



Jan. 5 



Jan. 7 



Diaooimtfl Aoconnt 

To A 

Being 2} pet eeiU, aUowed to A. on the 
paymint of his aeoount prior to 10/1/08. 

B 

To Disoonnts Aooonnt . . . 

Being 2} per cent. aXUnoed hg B. on the 

paymmU of hie aeeount prior to 10/1/08. 



67. In a oommercial business, however, if Discounts are allowed 
at all, they are ordinarily allowed upon all payments made within 
a prescribed period of time, and thus the method described above 
would be too cumbersome for practical use in the majority of 
instances. An alternative plan that at once suggests itself is to 
start two Discount Journals, one for Discounts received from 
trade creditors, and another for Discounts aUowed to trade 
debtors. This would be a perfectly feasible plan, but it so 
happens that it is quite practicable to devise an even shorter cut 
by combining the Discounts Journal with the Gash Book. It is 
in the nature of things that all allowances by way of a Gash 
Discount are made at the time that the account is actually paid, 
and thus at the time when, in the ordinary course of events, it 
would be necessary to make an entry in the Gash Book. If an 
additional column be provided upon each side of the Gash Book 
for Discounts, the amount of the Discount allowed (or received) 
may be entered in the Gash Book at the moment that the regular 
Cash Book entry is recorded, and in the same line with it, thus 
avoiding the necessity of making any additional entry, save in 
respect of the amount of the Discount itself. As contrasted with 
the use of i a Discounts Journal, therefore, the writing of the date 
and name of the party to the transaction have been saved ; and 
as contrasted with the ordinary Journal entry the saving in time 
has been even more considerable. 

68. In the pro formd Gash Book given on p. 55, the items 
entered in the Discounts column on the debit side represent 
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IHsoonnts allowed to cnstomers, on the Tjayment of their respective 
accounts. These amonnts will accordingly be credited to the 
respective customers at the same time as they are credited with 
the monies received from them, and some saving of time may 
here be effected as compared with the employment of a Journal, 
in that both postings are made from one book of first-entry, thus 
halving the time lost in turning over pages and finding the proper 
place for each item. To complete the double entry in the Ledger 
it is necessary that the periodical total of the items entered in 
the debit Discount column diouM be posted to the debit of the 
Discounts Account in the Ledger, and similarly the total of the 
credit Discount items must be credited to the Discounts Account. 
In the »r(?/or»»5 example here given the Discount columns are 
totallea each time the Cash Book itself is ruled off, and the 
reference appearing in the folio column against them indicates 
that they have been duly posted to the Discounts Account in the 
Ledger. It would be practicable, of course, for the two Discount 
columns to be balanced, and the balance brought down from time 
to time in the same manner that the balance of the Bank colunms 
is periodically brought down ; but even if this plan were adopted 
it would eventually be necessary to transfer the balance to Profit 
and Loss Account, and in the mean time one would have lost 
sight of the totals of which it is compiled. The total of debit 
Discounts is the total amount allowed to customers a^inst Sales, 
while the total of the credit Discounts is the amount of allowances 
received in respect of purchases; whereas a mere difference 
between the two totals is an haphazard figure, of no particular 
value, as indicating that every possible advantage is secured by 
the business in return for prompt payment of its liabilities. 
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CHAPTER VIII 

BILLS OF EXCHAKGE 

69. In ancient times, before the introduction of money as a 
medimn of exchange, it was only possible for business transactions 
to be settled upon a basis of mutual barter, under which each 
party to the transaction rendered benefits to the other which were 
mutually agreed to be of equal value. Such a system was cumber- 
some at the best, in that a settlement upon such a basis necessarily 
involved a certain amount of protracted negotiation, which doubtr 
less frequently degenerated into wrangling ; but it must have 
been especially inconvenient, in that it doubtless often happened 
that A. desired to receive that which B. was in a position to 
impart at a time when he was not in a position to offer any 
benefit in return that B. was willing to accept as an equivalent — 
with the result that if A.'s needs were urgent, he was compelled 
to sacrifice a considerable quantity of the commodity that he was 
prepared to offer in exchange, in order to secure what he required 
from B., while B. in his turn had to take his chance as to whether 
he would be able to exchange this commodity later on for some- 
thing else that he stood in need of. 

70. With the introduction of a monetary system many — ^but 
by no means aU— of the inconveniences of this system of barter 
were done away with. It was still possible for business men to 
arrange their transactions upon the basis of barter, if each had 
something to dispose of that the other was desirous of acquiring ; 
but, failing this, a one-sided transaction might be entered upon 
on the basis that the party receiving the benefit should hand to 
the other in exchange an agreed sum of money, which would 
enable the latter in his turn to purchase goods or services 
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elsewhere as and when he required them. From time to time in 
the history of the world all sorts of commodities have been nsed as 
money, bnt it is generally considered that the essential require- 
ments of money are (1) that it shall be generally so acknowledged, 
(2) that it shall be of a constant purchasing power, (8) that it 
shall be reasonably portable. Witn the growth of civilisation 
little difficulty is experienced under the first heading, but the 
second qualification is never likely to be achieved in ite entirety, 
although the limits of variation have been reduced to a minimum 
by the general employment of gold as the basis of monetary 
values. The purchasing power of the money of those countries 
not employing gold as a basis for their currency fluctuates far 
more than that of monies based upon a gold standard. With 
regard to the last qualification, while gold is doubtless more 
portable than many commodities, its weight, the gradual loss 
arising from the rubbing of gold coins one against another, and 
the risks of sudden loss from robbery, wrec£, earthquakes, etc., 
render the transfer of gold in large quantities over consider- 
able distances a matter of some expense and considerable risk, 
apart from the fact that while in transit a loss is necessarily 
sustained, owing to the fact that the gold — ^although intrinsically 
valuable — is "locked up" and serving no useful purpose, and is 
therefore, for the time being, entirely unproductive. 



71. If all business transactions had to be settled by an actual 
payment in gold, it is clear that very large quantities of gold 
would have to be continually in transit, and that the expenses 
and losses incurred in the process would in the aggregate be very 
considerable, and tend greatly to restrict trading operations. 
Hence at a very early stage in the world's history it became 
customary to substitute "credit" for money payments, ».«. to 
arrange for a postponement of actual payment, with its attendant 
expenses and risks, in the belief (generally well founded) that 
such payment would be made when demanded. The introduction 
of credit as a factor in commercial intercourse was in many 
respects a revival of the older system of barter. The advantage 
of postponing an actual settlement in money was no doubt partly 
that, by maUng settlements at less frequent intervals, and for 
larger sums, the costs of conveyance might be reduced (for 
example, a large sum might be sent to a distance with an armed 
guard, which would be quite impracticable in connection with a 
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smaller sum) ; bat the object of credit was not so mnch to allow 
settlements to stand over, and afterwards to be effected in lai^ 
snms, as to allow them to stand over in the hope that an 
actual settlement in money might be avoided by the debtor 
rendering some other services that could be regarded as equiva- 
lent to actual payment. For example, if A., residing in London, 
buys goods from B., residing in York, it may be to the advantage 
of B. that, instead of A. forwarding gold to York, he should pay it 
over to 0., residing, say, at Windsor, to whom B. is indebted. 
Thus the expenses and risks of two long journeys are avoided, 
and those attached to one short journey only incurred. It goes 
without saying that the more usual it became for business men to 
have dealings with others residing at a considerable distance, the 
greater were the conveniences of these mutual transactions — or 
^' exchanges of credit," as they are commonly called. 

72. But it is clear that, however convenient exchanges of 
credit may be as a means of avoiding the actual transportation 
of money, it would be bad business on that ground alone to allow 
business accounts to stand over indefinitely without any formal 
settlement. Hence arose the practice of giving what are called 
"Bills of Exchange," which serve the twofold purpose of 
formally agreeing the amount of a debt, and of allowing that 
debt to be readily transferred from hand to hand, so as to avoid 
as far as possible the transport of money between the various 
parties concerned. The form of Bill of Exchange most commonhr 
used in commercial transactions is called an " Acceptance." It 
is an unconditional order issued by a creditor to a debtor, direct- 
ing him to pay a definite or ascertainable sum to the creditor, or 
some other named party or their nominee, or to bearer, on a 
stated or ascertainable date. This order, or bill, is ordinarily 
presented to the debtor very shortly after it has been drawn up, 
and is formally " accepted " bv him by an endorsement in tne 
prescribed form upon the face thereof, as shown in the following 
example : — 
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£105 2g. 6d.« 3, London, lat Ootobwr, 1007.» 

Three months* j^ ^ after date, pay to Meisrs. Bonald 
Simpkins ft Co./ ||^ .I'J or order/ the Snm of One hundred 
and fiye ponnde two shillingg -f '^ (^ "i and aixpence^ yalne reoeived/ 

11 i 

To Messrs. ^'-f g Deborah ft Son.* 

Hampton, Court ft Oo.,» ^ 

Reading. 



73. Under ordinary circomstances the amount of a Bill is 
definitely stated npon tne face thereof, but so long as the amount 
is capable of being defiiiitely ascertained, it need not be absolutely 
stat^. For instance, a Bill may be for a stated sum, together 
with interest thereon at an agreed rate from the date of the Bill 
(or any other stated date) up to the date of actual payment. The 
person named on the face of the Bill as the payee of the Bill is 
usually the creditor signing the Bill, who is called the drawer ; 
but the drawer may, if he thinks fit, insert the name of any other 
party as the payee, and the Bill may be made payable either to 
the payee or to nis order, or to beturer. A Bill made payable to 

1 This date is the date from which the due date of the Bill is oalcnlated. 

^ The amount of the BiU, whioh is usually, as a matter of oonvenienoe, 
stated in figures as weU as in words. 

' All BUls must be stamped with an ad valorem stamp, whioh in the oase 
of an inland Bill must be impressed before the Bill is signed. 

♦ This is the "term" of the Bill. Three days* " grace " are allowed, 
making this Bill due on the 4th January, 1908. 

» The "Payees." 

^ This BiU requires the endorsement of the Payees : Bills are sometimes 
payable to or hearer, in which case no endorsement is required. 

' These wcffds are customary, but not essentiaL They indicate that at 
the date of the BIU the amount thereof is owing by Hampton, Court ft Go. to 
Deborah ft Son. 

• The Drawers of the Bill. 

* The Drawees of the BiU, who, after acoepting it, are spoken of as the 
Aooeptors.(^^> 

^* If no such limitation appears on the fooe of the Bill, it is payable on 
presentation at the Acceptors address. 
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any stated person "or bearer*' must be paid when presented at 
the proper time to whomever may then present it ; bnt a BUI 

Kyable to the order of the payee will only be paid if the payee 
s endorsed his name npon the back thereof. Snch an endorse- 
ment may, if desired, be limited. Thns if D. be the payee of a 
Bill, he may endorse it with the direction that it is to be paid " to 
the order of B. ** ; in which case B. must further endorse the Bill 
before it is presented for payment. If Bills pass through several 
hands, it is not uncommon to find numerous endorsements npon 
the back before they are ultimately presented. 



74, The date upon which a Bill is payable may be definitely 
stated upon the face of the Bill, or merely indicated as being so 
many days (or months) after the date of the Bill, or so many 
days "after sight." The expression "after sight'* means after 
the Bill has been presented to the debtor (drawee) for acceptance, 
such date being definitely fixed by being named by the drawee 
when accepting the Bill. Ordinarily speaking, Bilk drawn by a 
creditor upon a debtor residing in the same country are made 
payable so many days (or months) after date, whereas Bills 
drawn upon a debtor residing in a foreign country are made 
payable so many days after sight. The reason for this difference 
of practice is tnat a Bill drawn and payable in the same country 
(commonly spoken of as an " inland Bill ") is ordinarily presented 
for acceptance immediately after it has been drawn, and therefore 
the acceptor has ample notice of the due date ; whereas, in the 
case of a foreign Bill, owing to various delays, it is quite conceiv- 
able that much time might elapse between the date when a Bill is 
drawn and the date when it is presented for acceptance. Hence 
the convenience of arranging that the term of the Bill shall run 
from the latter, rather than from the former, date. To avoid the 
risk of foreign Bills being lost in transit, it is usual for them to 
be drawn in duplicate, or in triplicate, the second copy being 
forwarded by the mail following that with which the first was 
despatched, and the third copy (if any) being retained by the 
drawer in case he should be advised that both the preceding 
copies have miscarried, in which event it would also be forwarded. 
Such Bills are said to be drawn " in series," and if any one of the 
"series" be accepted or paid, the effect is to absolutely caned 
the remainder of the series. The usual fcxm of a fqreign Bill is 
given below. 
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£25 Og> Off. o(j New York, 2lBt February, 1908. 

s . 

Fifteen days after sight ^»S pay this Fibst of Exchange 

^ (second of like tenoor re- S « maining unpaid) to the order of 

63 Abel Green, Esq., the Sum fe« ^ of Twenty-fiye pounds sterling, 

Taluereceiyed, which charge S | to account of 

To Messrs. J m Goldman, Sachs & Go. 

Kleinwort, Sons & Go. 3" 

London. ^ 



£25 Og. Od. Kew York, 21st February, 1908. 

Fifteen days after sight pay this SEOOin) of Exchange (first of like 

^2^ tenour remaining unpaid) to the order of Abel Green, Esq., the. Sum 

^ of Twenty-fiye pounds sterling, value received, which charge to 
m 

account of 

Goldman, Sachs & Go. 
To Messrs. 

Kleinwort, Sons & Go.,^ 
London, 



75. The acceptance of a Bill of Exchange by the debtor is a 
definite and irrevocable admission by him of a corresponding 
debt, and inasmuch as Bills of Exchange are negotiable— that is 
to say, the legal ownership thereof passes from hand to hand by 
endorsement in the case of a Bill payable to order, or by mere 
delivery in the case of a Bill payable to bearer — such Bills afford 
a convenient means of effecting a transfer of credits. The 
drawer of a Bill has thus only to pass that Bill on to one of his 
creditors in order to effect a settlement of the two accounts so far 
as the value of the Bill is operative. Thus, supposing A. draws 
upon B. at three months for £50, and endorses the Bill over to 
0., to whom he owes £50 ; upon 0. collecting from B. the 
amount of the Bill a complete settlement has been effected 
between aU parties concerned, provided 0. is willing to wait three 
months for an actual settlement of what is due to him from A, 
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If B. should fail to meet the Bill, G. still reserves his rights 
against A. as a creditor ; bat in such a case he would sue A. not 
for the balance of an account (which might perhaps be disputed), 
but upon the unpaid Bill of Exchange, to which there could be no 
defence, save a plea that A.'s signature had been forged. Where 
a bill has been endorsed by numerous parties before coming into 
the hands of the party actually presenting it for payment, all are 
jointly and severally liable to pay the amount of the Bill if it 
should not be met by the acceptor at maturity. 

76. It is obvious, however, that the actual date of the pay- 
ment of a Bin has some bearing upon its efficiency as a means of 
transferring credits. Thus, if (say) £50 is due to 0. in one 
week's time, while he might be quite willing to take B.'s accept- 
ance for £50 if due seven days hence, it is hardly to be expected 
that he would be equally willing to take B.'s Bill, due (say) three 
months hence. In such a case, however, he would probably be 
willing to take B.'s Bill, so long as he was allowed interest on the 
amount due to him during the period representing the difference 
between seven days and three months; that is to say, in 
commercial language, he would be willing to take B.'s Bill 
" subject to discount," and to credit A. with the net value, t.e. 
£50, less interest on £50 for two and three-quarter months at an 
agreed rate, say 5 per cent. 

77. In modem times, however, when banks are to be found 
in practically every town where business operations are con- 
ducted, it has become more usual, so far at least as inland Bills 
are concerned, to discharge indebtedness at a distance by means 
of " Cheques." A cheque is a Bill of Exchange drawn upon a 
bank payable on demand, and because it is payable on demand it 
is unnecessary that it should be accepted, for upon presentation 
it is paid instead of being merely accepted. In all other respects 
(save that the stamp duty is invariably It?., whatever the amount 
involved) a cheque follows the ordinary rules connected with a Bill 
of Exchange ; but it is obvious that a Bank will not pay a cheque 
drawn upon it by a customer unless it has in hand a larger sum 
belonging to that customer, or that customer has arranged for 
the Bank to grant him a loan, against security. Subject to this 
proviso, however, cheques form a very convenient means of dis- 
charging indebtedness at a distance by means of a transfer of 
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credits, because it is usually much more convenient to obtain 
payment of a cheque than payment of a Bill of Exchange, by 
reason of the fact that all the Banks are naturally well known to 
each other, and are every day settling numerous transactions 
among themselves. 

78. With the growth of banking it has become the usual, 
although not the invariable, practice for busmess houses to 
present Bills of Exchange against other business houses for 
payment through their respective Banks. If these Bills are not 
handed over to the Collecting Banks until close upon the due 
date, it is usual for the Bank to give its customer credit for the 
full face value of the Bill as from that date ; but in approved 
cases Banks will buy Bills from their customers at their face 
value, less a charge representing interest during the currency of 
the Bill. Such a procedure is called '* discounting '' a Bill, and 
the charge made therefor is called Discount. The holder of the 
Bill then receives — in cash or in credit, as the caae may be — 
something less than the face value of the Bill, but he receives it 
at a date earlier than the date when the Bill matures. It will 
thus be seen that the settlement of indebtedness by Bills of 
Exchange possesses, among other advantages, the means of 
enabling a creditor to secure payment of his account at a date 
earlier than that upon which the debtor actually makes the 
payment. In the mean time the money is advanced to the 
creditor by a Bank, which makes a charge for the accommodation 
thus provided. In the event of a Bill not being met at maturity, 
the banker who has discounted it loo]^ to his customer for 
payment, and forthwith debits him with the face value of the 
Bill ; but it may also proceed against the acceptor, the drawer, 
and all endorsers. 

79. In accounts cheques, being payable on demand, are 
regarded like ordinary cash payments made by the Bank upon 
which they are drawn, and it is not customary to distinguish 
between payments made by cheque and payments made in cash. 
Similarly, a Bank Note, which is a " Promissory Note " payable 
on demand, is regarded in accounts in exactly the same way as 
money. A Promissory Note differs from a Bill of Exchange in 
that it is drawn by the debtor, and not by the creditor. In other 
respects it follows the same rules as a Bill of Exchange. The 
following are typical examples of Promissory Notes : — 
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£105 2#. 6<i. Beading, let October, 1907. 

Three monthB after date we promise to pay to Messrs. 

Deborah & Son, or order, the Smn of One hundred and fiye 

pounds two shillings and sixpence, yalne received. 

Payable at Hampton, Conrt & Co. 

National Proyl. Bank, 
Beading. 




^ 50007 ®*"^ ^^ Bitfilanb w 50007 

I Promise to "pay the Bearer on Demand 

the Sum of five Pounds 
1907, July 19 London 19 July, 1907 



^fi 



For the Gov. and Comp. of the 
VC Bank of England. 

^60007 

ii 
J. G. Naime 

Chief Cashier, 



80. It will be observed that while cheques are recorded in the 
books of the drawer as though they were paid by the Bank upon 
the date when drawn, an interval of several days, or perhaps even 
weeks, may elapse before they are actoaliy presented at the Bank 
for payment, and in the mean time they wiU not, of coarse, appear 
in the books of the Bank as having been paid by it. There will 
thus always be some discrepancy between the entries made in the 
books of the Bank and the corresponding entries in the books of 
its customer, and allowance must be made for these discrepancies 
when comparing the account presented by the Bank to its 
customer with his Cash Book. 

81. So far as ordinary Bills of Exchange are concerned, these, 
from the point of view of the person primarily liable (i.e. the 
drawee or acceptor of an Acceptance, and the drawer of a 
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Promissory Note), are called " Bills Payable." Prom the point 
of view of all other parties through whose hands they may pass, 
they are called " Bills Eeceivable.'" 

82. Bills Payable are recorded as follows : Upon the signing 
of an Acceptance or Promissory Note, and the handing thereof to 
the creditor, the debtor (Ji.e. the person eventually liable to pay 
the Bill) debits his creditor with the face value of the Bill, as 
being a benefit received by him — the benefit taking the form of 
the Bill, which is a negotiable instrument upon which money can 
be raised — ^and a corresponding amount is credited to an account 
called Bills Payable Account. The effect of this, where a Bill 
has been given in satisfaction of an existing debt, is to balance 
off the account of the creditor by transferring the amount of the 
credit balance to a distinct account called '^ Bills Payable Account." 
The Bills Payable Account is credited with the face value of all 
bills in respect of which liability has been accepted, and so long 
as such BiUs remain unpaid the credit balance remains standing 
on the Bills Payable Account. As, however, the Bills are me^ 
Cash Account (or Bank Account, as the case mav be) is credited, 
and Bills Payable Account is debited, so that Dy the time all 
outstanding Bills Payable have been met, no balance will remain 
on the BiUs Payable Account. If, for any reason, a Bill is dis- 
honoured. Bills Payable Account is debited, and the then holder 
of the Bill credited, and the last-named account continues to 
show a credit balance until the Bill has been paid. 

83. Similarly, if a Bill is renewed, what takes place is that the 
old Bill is returned, and a new BiU (due on a later date) is given 
in its place. Then the original creditor is credited with the face 
value of the old Bill, and Bills Payable is debited, and the new 
Bill is treated de novo. Usually a charge is made by way of 
interest upon the renewal of a Bill, in which case Interest 
Account is debited, and the holder^s account credited, with the 
agreed amount of such interest, and the second Bill is of course 
for a correspondingly larger sum than the first BilL The follow- 
ingproformA accounts show the entries necessary in the books of 
B. to record the fact that he has given A. a BiU for £100 at 
three months in satisfaction of an indebtedness to A« of that 
amount, and that upon maturity the BiU was renewed for a 
further term of three months, interest at 6% per annum being 
charged on such renewal. 
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A. 



Ct. 



1908. 
Feb. 2 

May 5 


To BUl8 Payable 
„ Bills Payable 


£ 
100 

101 



10 







1908. 
Feb. 1 

May 5 


ByG<K)d8 . . . 

„ BillBenewed 
^ Interest . . 


£ 
100 

100 

1 


9. 




10 


d. 







101 


10 





101 


10 









Dr 



BILLS PAYABLE. 



Or. 



1908. 
May 5 



To A. (Bill r^ 
newed) . . . 



£ 
100 



1908. 
Feb. 2 



May 5 



By A. 



By A. 



£ 
100 



101 



10 



Dr. 



INTEREST AND DISCOUNT ACCOUNT. 



Or. 



1908. 
May 5 



To A. 



1908. 



84. Bills Beceivable are dealt with upon converse lines. 
When a Bill is taken in satisfaction of a sum dae from a debtor, 
the debtor is credited as having imparted a benefit to the creditor 
by handing to him a Bill, which is a negotiable instrmnent uj^n 
wnich he can raise money, the corresponding debit entry being 
made to a Bills Beceivable Accoont. The debit balance on the 
Bills Beceivable Account from time to time shows the aggregate 
amount due from various persons in reroect of Bills Receivable 
in hand that have not yet matured. Whenever a Bill is dis- 
counted, or paid, Bills Beceivable Account is credited with the 
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face value thereof, and Oash Accoant (or Bank Acconnt, as the 
case may be) debited. If the Bill is paid at maturity, the debit 
is for the full face value thereof. If the Bill has been discounted 
before maturity, the debit will be for the face value fe«« the 
amount charged for Discount, and the latter amount will appear 
to the debit of Discounts Account. If a Bill is dishonoured — i.e. 
not met at maturity— its face value is debited to the person from 
whom such Bill was received, not necessarily to the acceptor, for 
the last holder would naturally look for payment first to the 
person from whom he actually received the Bill. A dishonoured 
Bill which had been discounted would naturally be credited to 
the Bank, or other business house with whom it had been dis- 
counted, but if in hand at the date of dishonour the credit entry 
would be to the Bills Beceivable Account, so that the balance 
on the last-named account may never include anv Bills that are 
not actually in hand and unmatmred, and therefore jnimB, fam 
" good " Bills. When a Bill is renewed the entries will be the 
same as in the case of a Bill dishonoured, i.e. the party from 
whom it was received will be debited and Bills Receivable Account 
credited, and the new Bill treated de novo. If a charge is made 
for renewal, the amount of such charge will be debited to the 
party liable under the Bill, and a corresponding credit entry 
made to Discounts Account. 

86. The following entries show the method of recording Bills 
of Exchange in the books of A. under the circumstances stated in 
connection with Bills Payable in par. 83 : (1) assuming the Bill 
to have been discounted by A. with his Bankers, (2) assuming the 
Bill to have been held by A. until it matured. 

1. 
Dr. B. Or. 



1908. 
Feb. 1 



May 5 



ToGoodB 



To Bank (Bill re- 
turned) . 
,, Interest . . 



£ 
100 



100 

1 

101 



d. 



OFeb. 2 



1908. 



May 5 



By Bills Ke- 
oeiyable . . 


£ 
100 


8. 








'^ 


= 


= 


By BUls Be- 
oeiyable . . 


101 


10 







101 


10 







■ 


*■ 


ss 
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Dr, 



A B C OF BOOKKEEPING 
BILLS RECEIVABLE. 



Cr. 



1908. 
Feb. 2 



May 5 



ToB. 



ToB. 



£ 
100 



100 



101 



10 



d. 



Feb. 15 







1908. 



By Bank . 
„ DiBcount 



£ 
98 

1 



100 



Dr. 



BANK ACCOUNT. 



Or. 



1908. 
Feb. 15 


To BUls Be- 
ceivabl6 . . 


£ 
98 


18 


5 


1908. 
May 5 


By B. BUI retired > 


100 









Br. 



INTEREST AND DISCOUNT ACCOUNT. 



Cr. 



1908, 
Feb. 15 



To Bills Re- 
oeiyable . . 



1908. 
May 5 



ByB. 



Dr. 



3. 
B. 



Or. 



1908. 
Feb. 1 

May 5 


To Goods . . . 

To Bills Re- 

ceiyable . 

„ Interest . . 


£ 
100 


9. 




d. 




1908. 
Fob. 2 

May 5 


By Bills Re- 
ceiyable . . 

By BUls Re- 
ceivable . . 


£ 
100 





d. 




100 

1 



10 







101 
101 


10 
10 






101 


10 


















^ To *< retire" a BiU is to take it up and pay for it before it is due, in 
order to preyent it being formally presented for payment on maturity. 
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Or. 



1908. 
Feb. 2 



May 5 



ToB. 
ToB. 



£ 
100 



101 



10 



1908. 
May 5 



ByB. 



£ 
100 



Dr. 



INTEREST AND DISCOUNT ACCOUNT. 



Cr. 



1908. 



1908. 
May 5 



ByB. 



86. Occasionally (but not very often in these days of increased 
banking facilities) a business house will pay its debts by passing 
over some of its Bills Receivable to creditors, subject to Dis- 
count. The bookkeeping entries in such circumstances are 
exactly the same as if the Bills had been discounted with 
Bankers, save that the account to be credited will be the account 
of the party to whom the Bills are handed over, instead of the 
Bank Account. 

87. In connection with transactions in foreign Bills, it is not 
unconmion for a creditor to draw the Bill in favour of a third 
party to whom he is desirous of making a remittance who resides 
in the same country as his debtor, and to forward such Bill direct 
to the third party, leaving him to present it to the drawee for 
acceptance. The record of such transactions in the books of 
account is precisely the same as if the Bill had been discounted 
in the ordinary course — save that it does not necessarily follow that 
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any Discount will actnally be charged, and save that the Bill is 
" negotiated " (*.c. handea over to a third party) leforB acceptance 
instead of afterwards. This last-named circumstance, however, 
does not in any way affect the mode of entry in the books. 

88. When Bill transactions are infrequent, it is usual for the 
necessary records to be passed through the ordinary form of 
Journal, but business houses having numerous dealings with Bills 
find it convenient to employ specialised Journals for their initial 
record, called respectively " Bills Receivable Book " and " Bills 
Payable Book." In essence these books are upon the same lines 
as a Sales or Purchases Journal ; but, in order to supply useful 
information as to Bills outstanding from time to time, the ruling 
is commonly elaborated upon some such lines as those shown 
below. Attention is particularly drawn to the columns marked 
" Date of Maturity," which it will be seen are so ruled as to enable 
the Bills falling due in each month to be readily perceived, thus 
enabling a business house readily to ascertain what monies it will 
have to find to meet its Bills Payable, and what monies it may 
expect to collect on its outstanding Bills Receivable. The 
employment of Bill Books, as of other forms of specialised 
Journal, reduces the number of entries necessary in the Ledger 
by enabling periodical totals to be substituted for items in 
the Bills Receivable Account and the Bills Payable Account, 
and inasmuch as all needful detail is provided by the Bills 
Books themselves, the absence of detail in the Ledger causes 
no inconvenience. 
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CHAPTER IX 

GOODS ACCOUNTS AND TRADING ACCOUNTS 

89. In most commercial businesses the profit— or, at all events 
most of the profit — ^is made in the coarse of baying and selling 
goods, which may be sold in precisely the same form as when 
parchased (as in the case of a trader's or merchant's business), or 
m some altered or modified form (as in the case of a manu- 
factarer's business). In either event the actual transactions 
involved in the handling of such goods wiU be very considerable, 
and while it is of the greatest importance that the record should 
be adequate to provide all needful information, and to saf ^oard 
against irregularity and waste, the mere volume of the transactions 
makes it difficult, and often impossible, for an absolutelv complete 
record to be kept at the time. In order that the methods com- 
monly adopted in commercial accounting may be clearly under- 
stood, however, it is desirable that the proper record in connection 
with quite simple cases should first be described. 

90. Assuming that only one class of goods is dealt in, and 
that those goods, while they remain on hand, are in the cus- 
tody of a warehouseman or stockkeeper, a convenient mode of 
accounting would be to open a Ledger Account, headed (say) 
"Goods Account," which would be debited from time to time 
with the value of aU goods received into stock, for which the 
storekeeper becomes responsible ; the corresponding credit in each 
case being made to the account of the p^y from whom such 
goods were purchased, or if the goods had been purchased for cash, 
the corresponding credit would be in the Cash Book. Entries on 
the debit side of the Goods Account are thus entries of additions 
to stock, representing a corresponding increase in the amount for 
which the storekeeper is responsible. On the other hand, as 
goods are sold and delivered to customers, their respective accounts 
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will be debited as having received the goods, and the corresponding 
credit would be to the " Goods Account," as representing that the 
benefit had been imparted to the several customers at the expense 
of the ^' Goods Account," and tiiat to a corresponding extent the 
responsibility of the storekeeper had been reauced. So long as 
all goods are credited to the Goods Account at the price that they 
originally cost, it is clear that under no circumstances could the 
Goods Account show a credit balance, and further that anv debit 
balance it may show from time to time must represent tne cost 
price of those goods that have not been sold, and which therefore 
remain in stock or in the custody of the storekeeper. 



91. In some businesses where goods are handled in large 
quantities at a time, it may be quite practicable to arrange that, 
upon goods being sold, an entry may thus be made crediting the 
Goods Account with the cost price thereof, debiting the customer 
with the selling price, and crediting a Nominal Account called 
" Gross Profit Account," or " Profit on Trading Account," with 
the difference between cost and selling prices, such entries being 
made through the Journal in respect of each separate transaction, 
as follows : — 

JOURNAL, 190a 

Br. Or. 



June 16 



Herbert Spencer & Go 

To Goods Acoonnt 

„ Gross Profit Aooount . . . 
Being goods easting £98 sdi to them 
this day for £116. 



£ 
116 



18 



92. Even under these circumstances, however, it is impossible 
to avoid introducing some complication into the Goods Account, 
as from time to time it mav be found that goods remaining 
unsold have deteriorated in value (or depreciated, as it is called), 
with the result that it would convey a misleading impression if 
they were to continue to be valued in the books at cost price. In 
these circumstances the only course, when it is decided to recognise 
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the facts and to ''write down" the valae of the unsold stock, 
is to make a further Journal entry, (»*editing Ooods Account with 
the estimated amount of such loss, or depreciation, and debiting 
the same amount against "Gross Profit Account" — ^for the loss 
arising in respect of Goods unsold is naturally a proper set-ofE 
against the profits earned on goods that have been sold. 

93. It will thus be seen that, even under the most favourable 
circumstances, it is rarely practicable to altogether exclude from 
the Goods Account entries relating to profit or loss on the 
handling of the goods. When, moreover, the transactions are 
very numerous, it will be seen that this method of recording sales 
— ^involving, as it does, three separate entries in the Ledger in 
respect of each transaction — is cumbersome. Again, it is often 
impossible to state exactly what was the cost price of the goods 
sold, owing partly to the fact that goods of precisely the same 
description may sometimes be purchased at different prices on 
different dates, and partly because, the goods having been manu- 
factured upon the premises, their actual cost price can at best 
only be estimated. In these circumstances it has become very 
customary to abandon the attempt to split up the selling price of 
each parcel of goods into cost price and gross profit, and to credit 
the v)hoU of the selling price to the Goods Account. This process 
greatly simplifies the bookkeeping, as it enables the Sales to be 
recorded in a Sales Day Book, from which postings are made in 
detail to the debit of the various customers' accounts, while the 
periodical total only of the Sales is posted to the credit of the 
Goods Account. Thus, instead of there being three distinct 
entries in the Ledger in respect of each separate transaction, 
there is only one such entry made at the time, and one more 
entry made later to complete the double-entry in respect of 
several hundred (or even thousand) such transactions. 

94. The effect of crediting the Goods Account with the seUing 
price of the goods sold, instSid of the cost price, is to credit it 
not only with the cost price but also with the Gross Profit. Thus 
the information formerly comprised in the Goods Account and 
the Gross Profit Account is now mixed up all together, and 
all included in the Ooods Account, which under these circum- 
stances is more usually called a "Trading Account." The 
** pure " Goods Account showed from time to time a debit balance 
representing the cost price of the goods unsold. The Gross Profit 
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Account similarly showed a credit balance representing the gross 
profit earned on the goods that had been sold. If the two 
accounts be combined in the Trading Account, it will show a 
balance representing ^ difference between the cost price of the 
goods unsold and Gross Profit earned on the goods that have been 
sold, or — ^which amounts to the same thing — the difference between 
the true value of the goods unsold (after deducting depreciation) 
and the Gross Profit earned as a result of trading operations. 

95. It has been stated that the balance shown by the Trading 
Account from time to time will be the difference between these 
two figures. It is obvious, however, that this will only be the 
case if the periodical totals of Purchases and Sales have been 
entered up to date. It will also be obvious that, if the actual 
amount of Gross Profit earned could be ascertained by any 
independent means, this information, combined with a knowledge 
of tne balance on the Trading Account, would enable us to 
ascertain the value of the unsold Stock. Similarly, if we can by any 
other means ascertain the value of the unsold Stock, we are in a 
position to ascertain the Gross Profit on the trading. Ordinarily 
there will be no independent means of ascertaining the amount of 
the Gross Profit, but the value of the unsold Stock can be 
ascertained by the process known as " Stock-taking " — that is, by 
inspecting, measunng, and weighing aU the goods remaining in 
stock on any given date, pricing out the quantities thereof, and 
thus compiling an Inventory \niich will give us the valuation 
required. Obviously, however, if there has been any mistake in 
the preparation of this inventory, the deduction it enables us to 
draw as to the value of the Gross Profit will be correspondingly 
inaccurate. If the Stock has been over-vdued, we shall arrive at 
an exaggerated idea of the amount of Gross Profit earned ; and, 
similarly, if the Stock has been under-valued, we shaU arrive at the 
conclusion that the amount of Gross Profit earned is smaller than 
has actually been the case : hence the importance of great care in 
the preparation of the Stock Inventory, as the system of account- 
ing employed provides no independent check to enable us to test 
the accuracy of this portion of the work. Generally, however, 
those connected with a business will know, within certain limits, 
the amount of Gross Profit that is likely to have been made upon 
a given volume of Sales, and if the Gross Profit shown by a 
Trading Account represents a larger percentage on the Sales than 
this figure, they wiU naturally regard the matter as suflSciently 
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unusual, or unlikely, to call for further and very careful inquiry 
before the accuracy of the accounts is admitted. 

96. To enable the student to perceive clearly how the Trading 
Account, as usually prepared, is a combination of the Goods 
Account and the Gross Profit Account, the following 'pro formd 
example is given : — 



Dr. 



GOODS ACCOUNT. 



Or. 



1907. 
Sept. 1 

Oct. 1 


To H. H«rri0 . 
To Balance . . 


246 


1 




1 




£ 
428 


16 





1907. 
Sept. 6 

» T 
,. 30 


By J. Wilson & 
Sons . . 

„ T. Frith . . 

„ Balance (be- 
ing Stock 
unsold) . 


100 
120 

25 








1 







£ 

175 
210 

43 






d. 







245 

1 , 








428 


16 





246 








428 


15 





25 








43 


16 













= 





Dr. 



GBOSS PKOFIT ACCOUNT. 





Cr 


• 


& 


8. 


d. 


50 
30 










80 









1907. 
SeptSO 



To Profit and 
Loss Account . 



£ 


8. 


d. 


1907. 
Sept. 5 


80 








» 7 


80 








asB 


™ 







By J. Wilson & 

Sons . . . 

„ T. Frith . . 



Dr. 



TRADING ACCOUNT. 



Cr. 



1907. 
1 
30 



Oct. 1 



To H. Harris . . 

„ Gross Profit 
(transferred 
to Profit and 
Loss Ac- 
count) . . 



Balance 



£ 
428 


8. 

15 


d. 




1907. 
Sept. 5 

„ 7 
„ 80 


80 










508 


15 





-ss 


** 






43 


15 








By J. Wilson & 
Sons . . . 

„ T. Frith . . 

„ Balance (un- 
sold Stock 
valued at 
Cost) . . . 



225 
240 



43 
508 
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97. It has already been stated that Sales are recorded in 
Sales Day Books, the periodical totals only of which are posted to 
the credit side of the Trading Account. It should be added, 
however, that in practice it is usual to open separate Ledger 
Accounts for "Sales" and "Purchases" respectively, for the 
purpose of further collecting totals to enable the entries in 
the Trading Account itself to be as condensed as possible. The 
periodical totals of the Sales Day Books would be posted to 
the credit side of the Sales Account, and the periodical totals of 
the Sales Betums Book to the debit side of the Sales Account. 
At the end of the year (or half-year) the credit balance of the 
Sales Account is thus the total Sales less the Sales Betums (or the 
Net Sales), and that figure alone is transferred to the creidit of 
the Trading Account. Similarly, with regard to Purchases, the 
periodical totals of the Purchases Books are debited to a Pur- 
chases Account, and the periodical totals of the Purchases Betums 
Book credited to the Purchases Account. Thus when the books 
are balanced yearly (or half-yearly) the debit balance of the 
Purchases Account, representing the Net Purchases for the 

?5riod, alone is transferred to the debit of the Trading Account, 
hus, no matter how numerous the transactions may have been, 
the Trading Account for a period will consist only of three items 
upon the debit side, and two upon the credit side, as shown 
below — 



Br. 



TBADING ACCOUNT. 



Cr, 



1907. 
Sept. 1 

„ 30 



Oct. 1 



To Balance 
(Stock) . . 

„ Purcliases. . 

„ Gross Profit 
(to Profit 
and Loss 
Account) . 



„ Balance 



£ 


428 


8. 


15 


(1. 


1907. 
Sept.30 
„ 30 


80 










508 


16 







-=- 


^ 


= 




43 


15 








By Sales . 
„ Balance 
(Stock) 



£ 
465 

43 



508 



16 



98. It often happens that a business house, instead of con- 
fining itself to trading in one class of goods, deals in many (^uite 
distinct classes. Thus most large traders divide their business 
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into numerous different ^departments/' each dealing with a 
distinct class of goods, and each being under the control of a 
distinct manager. Under these circumstances it is desirable that 
there should be a separate Trading Account for each department, 
BO that the result of its operations may be readily ascertained, 
and the efELcicDcy of its management made apparent. Each such 
Departmental Trading Account will of course require its sub- 
sidiary Sales and Purchases Accounts, and these in their turn will 
each require separate books of first entry, or columnar books 
enabling the Sales and Purchases to be departmentally analysed, 
as already shown on p. 51. 
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CHAPTER X 

CONSIGNMENT ACCOUNTS 

99. In the case of merchants transacting a foreign business it 
sometimes happens that, in addition to executing orders received 
from customers abroad, they may think it desirable to forward goods 
to a foreign market in the hope that a purchaser may there be found 
for them at a satisfactory price. Such speculations are technically 
known as " Consignments," and this was at one time the normal 
method of conducting a foreign merchant's business. With the 
introduction of telegraphs and systems of cabling in code — ^which 
make one word do duty for several, and thus considerably reduce 
expense-— Consignment transactions are much less general than 
they used to be. They are, however, still of frequent occurrence, 
and therefore call for description in this volume. 

100. A merchant sending goods to a foreign market is 
technically known as the '' Consignor." The agent to whom he 
forwards those goods is called the " Consignee." The Consignor 
may, of course, give any special instructions to the Consignee that 
he may think fit ; but, as a rule, the instructions will be merely 
to sell the goods to the best advantage, and to remit the proceeds 
after deducting expenses. In such a case the Consignor bears all 
risks, except such as he mav have insured against, e,g. fire, 
wreckage, etc. Occasionally, however, a special arrangement is 
entered into, under which the Consignee becomes liable in the 
event of the person to whom he has sold the goods consigned 
failing to pay for them. In that event he is called a ^' del credere 
agent," and receives a special '^ del credere " commission (usually 
about 1^%) in addition to his ordinary commission — ^probably 2J% 
— ^f or handling the Consignment. The goods having all been sold 
by the Consignee (and the proceeds coUected, if he is not acting 
del credere) f what is called an " Account Sales " is forwarded to 
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the Consignor, showing the gross proceeds of the consignment, 
and the expenses in connection therewith incurred by the Con- 
signee and chargeable against the venture. The Net Proceeds 
represent the balance for which the Consignee has to account to 
the Consignor, which is usually remitted to the Consignor by the 
QomvgvA^ 'purchasing a Draft, payable where the Consignor resides, 
for as much money as he is able to obtain on the spot with the 
balance for which he has to account. [In this connection it should 
be remembered that the Consignee, being abroad, will probably 
record his transactions in a currency different from the English 
currency. Questions of foreign currencies and foreign exchange 
are, however, beyond the scope of the present volume, and the 'pro 
formA transactions illustrating below a Consignment forwarded to 
a British Colony have accordingly been selected for the sake of 
simplicity.] Sometimes at the time of forwarding his goods, the 
Consignor " draws upon " the Consignee for a sum on account 
representing, say, two-thirds of the estimated realisable value of 
the goods. In that event the Consignee has, of course, only to 
account for the balance when rendering his Account Sales. 

101. It will be observed that a Consignment represents a 
distinct venture, in respect of which it is necessary that an account 
should be kept, separating it from the ordinary transactions in the 
books of both Consignor and Consignee. In the books of the 
Consignor the venture may be regarded as a distinct ** department," 
opened for a limited period of time, and managed by the Consignee. 
It will therefore be necessary to open two L^ger Accounts in the 
Consignor's books — one a Trading Account dealing with the con- 
signment (usually called a/* Consignment Account, No. "), and 
the other a personal account showing the position of affairs 
between Consignor and Consignee. Upon the goods being sent 
in the first instance, the Consignor's Goods Account (or Purchases 
Account) is credited and Consignment Account debited with their 
cost, and the Consignment Account is further debited with any 
expenses incurred by the Consignor in the way of carriage, freight^ 
insurance, eto. Upon receiving the Account Sales, the Consignor 
passes two Journal entries, one debiting the Consignee and 
crediting the Consignment Account with the gross proceeds, and 
the other debiting the Consignment Account and crediting the 
Consignee with all expenses properly charged by the latter. This 
done, the Consignment Account will show a balance which, if 
a credit balance, represente the profit reaped on the venture, 
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and if a debit balance, the loss thereon ; while the Consignee's 
Acconnt will show a debit balance representing the exact 
amonnt dne from him. Upon this being remitted, the Consignee 
wOl be credited, and his acconnt closed. It only remains to be 
added that, if the Consignment was one in which the Consider 
was interested jointly with some other person, as is sometimes 
the case, the Ledger Acconnt is usually headed '' Joint Venture, 
No. '*, instead of "Consignment Account No. *'; and, 
upon the profit or loss being ascertained, it must be divided in 
the proportions previously agreed upon, the co-adventurer being 
credited with his share of the profit (or debited with his share of 
the loss, as the case may be), the remainder only being credited 
(or debited) to the Profit and Loss Account, or an account headed 
" Profits on Consignments Account '' appearing in the Consignor's 
books. 

102. The following pro formci Ledger Accounts illustrate a 
consignment recorded upon these lines : — 



Dr. 



CONSIGNMENT ACCOUNT, NO. 



Or, 



1908. 
Jan. 20 
, 22 
ApL 15 

, 15 



To Indigo . . . 
„ Cash: Freight 
„ T.White&Co., 

Expenses . 
„ Profit and Loss 

Account . . 


£ 
1200 
10 

59 

111 


8. 


10 
6 
8 


d. 




8 
9 


1908. 
Apl. 16 




1381 


5 














By T. White & 
Co., Gross 
proceeds . . 



1381 



1381 



d. 



Dr. 



T. WHITE & CO. (CONSIGNMENT NO. ). 



Or. 



1908. 
Apl. 15 



To Consignment 
Account . . 



£ 
1381 

1381 



1908 
Apl. 15 

. 15 



By Consignment 
Account . . 

„ Bills Be- 

ceiyable • . 



& 

59 
1321 
1381 
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ACCOUNT SALES of 20 Chests of Indigo received from 
Henry Brown ex SS. California on February 15, 1908. 



Gross proceeds . . . 
Lets: 
Dock Dues . . . 
Cartage .... 
Storage .... 
Dd Credere at 1}% 
Commission « . 



Net proceeds (Draft herewith) 



E. and O.E. 

Thos. White & Co. 
18/3/08. 



6 

2 

2 

20 

27 



d. 



1881 



59 



1321 



18 



6 3 



108. In the books of the Gonsignee the position is that he is 
for the time bein^ managing a business on behalf of his principal, 
in respect of whi^ he hais to account to his princi^. He there- 
fore opens a Trading Account quite distinct from his own Trading 
Account headed " Consignment from , No. *', which 

will be exactly the same as the corresponding account kept in the 
Consignor's books, save that the Consignee wUl not be made 
acquainted with the expnses incurred by the Consignor, and will 
thus not include them m his record. He will also open a Personal 
Account in the name of the Consignor, in order to show from 
time to time the amount in respect of which he is accountable. 
Where a separate remittance is forwarded in respect of each Con- 
signment, as concluded, it is the usual practice to open a separate 
Personal Account in respect of each Consignment, even if the 
parties are in the habit of having numerous dealings ; but where, 
as is sometimes the case, the account between Consignor and 
Consignee is allowed to run on as an '^ Account Current,'' then 
of course only one Personal Account is necessary, and in that 
event it is usual for the Account Current to carry interest. 

104. The following pro formd transactions illustrate those 
already recorded on p. 81, as they would be dealt with in ttie 
books of the Consignee. 
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Dr, CONSIGNMENT FROM HENBY BBOWN, NO. . Or. 



1908. 
Feb. 15 
Mar. 18 

. 18 



To Henry Brown 
„ Sondry Ex- 
penses . . 
M Henry Brown 



1200 



121 



1881 



d. 1908. 
Mar. 18 

8 
9 



By Sundry Per- 
sons . . . 



1881 
1^ 



Dr, 



HENRY BBOWN. 



O. 



1908. 
Mar. 18 



To Bills Payable 



& 
1321 



1321 



18 



1908. 

9tPeb. 15| By Henry Brown 
Mar. 18 



£ 

1200 

121 

1821 
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18 
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CHAPTER XI 

ADJUSTINd ENTRIES, DBPBECIATION, BAD AND DOUBTFUL DEBTS 

105. Befebence has already been made to the fact that certain 
classes of transactions are not customarily recorded in books of 
acconnt at the precise moment of their occurrence, and that there- 
fore whenever it is proposed to balance the books with a view to 
ascertaining the pnosition of affairs up to that date, it is necessary 
to make careful inquiry as to what additional (or '' adjusting ") 
entries are necessary, in order that the books may be an absolutely 
complete record of all that has occurred up to date. The treat- 
ment in respect of regularly recurring items of income and 
expenditure, and of items paid in advance in respject of which an 
apportionment is necessary, has already been described (p. 27). It 
remains, however, to consider two somewhat important matters : 
(1) the Provision for Depreciation of Wasting Assets, (2) the 
Provision for Bad and Doubtful Debts. 

106. The treatment of Depreciation is an important and 
highly technical matter, that can only be dealt with in very 
general terms in the present volume. It may be stated shortly, 
however, that the principle is that the cost of anything actually 
consumed in earning profits is an expense chargeable against 
those profits. This is a principle which is readily admitted in 
cases where the consumption is rapid, and therefore perceptible. 
Thus no one would think of disputing the assertion that the cost 
of pens and ink was a proper charge against the profits of a 
professional business, or that oil used for the lubrication of 
machinery was a proper charge against the profits of a manu- 
facturer. Where, however, the life of the article consumed is 
longer, there is more risk of the matter being overlooked, because 
it luus to be specially dealt with at balancing time instead of being 
naturally included in the books from day to day. Whatever the 
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nature of the asset may be, however, it must be clear, as a matter 
of principle, that the cost of an asset which lasts for one hour is 
a proper charge against the profits earned during that hour ; that 
the cost of an asset which lasts for a week is a proper charge 
against the profits earned during that week ; that the cost of an 
asset which lasts for a month is a proper charge against the 
profits earned during that month ; that the cost of an asset which 
lasts for a year is a proper charge against the profits earned during 
that year ; and that the cost of an asset which lasts for fifty years 
is a proper charge against the profits earned during those fifty 
years. 

107. The difficulty of applying this principle in practice 
arises partly from the fact that, in the case of assets that last a 
considerable number of years, their deterioration may be so 
gradual as to be practically imperceptible, and therefore not to 
be noticed ; and portly because of the difficulty of determining 
with certainty exactly now lonj^ an asset will be available for use. 
It may be admitted that it is not always possible to state in 
advance exactly how long a Wasting Asset will continue to serve 
its purpose as a profit-earner ; but that is, of course, no reason 
for going to the other extreme, and therefore assuming that it 
will last for ever. In the great majority of cases experience 
enables a fairly close estimate to be made of the working life of 
any asset, so that although doubtless it is never possible to 
state with absolute accuracy the amount necessary to provide 
for Depreciation as a charge against the profits of any one year, 
an estimate very closely approximating to the true charge can 
in almost all cases be arrived at without serious difficulty. 

108. The next point to bear in mind is that while the total 
cost of a Wasting Asset should be charged against the profits of 
the period covered by its working life, where that life exceeds 
one year, the charge must be fairly apportioned against the 
several years of the life, having regard to the extent to which 
the asset contributed to the profits of each of the series of years. 
There are various methods of providing for Depreciation in general 
use, but for present purposes it will be sufficient to describe three, 
which are as follows : — 

(1) An equal proportion of the cost of the asset is charged 
against the profits of each year during its estimated working life. 
Thus if an asset costing £155 is estimated to last 15^ years, the 
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charge would be at the rate of £10 per annum. Ordinarily, how- 
ever, fractions of a year are disregarded, and the cost would there- 
fore be increased to £10 6«. 8^. per annum, which would be a 
little upon the ^' safe " side. 

(2) The second method is to ijrovide for Depreciation by a 
fixed percentage on the balance carried forward from year to year 
on the Asset Account. Thus if provision be made at the rate of 
10% per annum on an asset costing £100, the charge against 
profits in the first year is £10, in the second year £9 (i.e. 10% 
on the balance of £90 brought forward at the commencement of 
the second ^ear), and so on ; the charges against the profits of 
each successive year being proportionately reduced. The object 
of this system is to provide some compensation for the fact that 
new assets are usually more effective as profit-earners than old 
assets, and also cost less to keep in repair. It is necessaiy to bear 
in mind, however, that 10% per annum on the " reducing balance " 
will by no means write off the original cost in ten years. On the 
contnuy, it will only succeed in writing off about two-thirds of 
the original cost in that period. If this method be employed, it 
is necessary, therefore, to charge a heavier rate than will be 
necessary under method (1). 

(3) The third method is to combine with method (1), already 
stated, an actual setting aside of money to provide for the cost 
of renewal by investing in Government securities (or otherwise 
outside the business) sums equal to those annually charged 
against profits, and also investing the interest that they produce. 
This method is espcially valuable in cases where considerable 
sums will be required at the time when the assets have to be 
renewed (as, for instance, when the lease of business premises 
expires, and another has to be purchased at considerable expense); 
but in the case of provision for the Depreciation of numerons 
assets, having varying terms of working life (e,g. the plant and 
machinery of an ordinary manufacturer), the amount of money 
actually required from year to year for purposes of renewal wiU 
often not vary sufficiently to make it worm while to take any 
special precautions to save up the money in advance. 

109. With regard to the provision for Bad and Doubtful 
Debts, it has already been pointed out (p. 67^ that commercial 
bookkeeping proceeds upon the assumption that business men 
will meet their engagements. Accordingly, when a profitable 
transaction has been embarked upon, credit is taken for that 
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profit forthwith, without waiting for the transaction to be com- 
pleted by the passing of actual money between the parties. Hence 
it follows that, if it should subsequently appear that those who 
have become liable to make payments are unable to do so, the 
loss thereby sustained must be regarded as a distinct ^' transaction,'* 
and recorded as such. 

110. It is usual, when a set of books are about to be balanced, 
for some one having a knowledge of the circumstances to go care- 
fully through the list of outstanding Debtors' balances, in order 
to see what provision ought to be made to meet any loss that is 
likely to arise on the collection of these debts. The total amount 
of such provision should be passed through the Journal to the 
debit of a Nominal Account called " Bad Debts Account " (which 
will eventually be charged against profits), and credited to an 
account headed " Reserve for Bad and Doubtful Debts " (which 
is in the nature of a Suspense Account). Prom time to time, 
when it becomes absolutely hopeless to expect to recover anything 
upon an outstanding debt— but not before — a Journal entry 
should be made, writing off such Bad Debt by crediting the 
customers' account, and debiting " Reserve for Bad and Doubtful 
Debts Account." Thus the provision made for Bad and Doubtful 
Debts in one year will be gradually absorbed in subsequent years 
in writing off debts then known to be absolutely bad. At the 
end of each succeeding year the list of outstanding balances 
should again be scrutinised ; and if it should appear likely that 
the loss on collection will exceed the balance standing to the 
credit of Reserve for Bad and Doubtful Debts Account, the 
amount of such Reserve should be increased by a further charge 
to Bad Debts Account. In the majority of cases some such 
charge will be necessary in every year. 
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CHAPTER XII 

CLOSING THE LEDaEE 

111* It has already been stated that the Trial Balance is a 
summary of all the Ledger Accounts outstanding at any given 
date, and therefore a complete statement of all those trans- 
actions entered into that have not been completed or settled. 
These outstanding transactions may be classified under two 
headings : (1) transactions between the business and its Pro- 
prietary, i.e. profits earned by the business that have not yet 
been accounted for to the Proprietary, and losses sustained (or 
expenses incurred) in earning such profits, which the business is 
entitled to set off against them ; (2) transactions between the 
business and its agents or outside business houses which, pending 
completion by actual payment, involve the one party or the other 
in a liability to account for benefits received. This second class 
may be further sub-divided into {a) liabilities to account in 
money, i.e. debts due to, or by, the business ; (&) liabilities to 
account in kind, i*e. property belonging to the business which 
for the time being is in the custody, or safe-keeping, of 
others. 

112. It will be observed that in the case of a large business 
where the number of outstanding balances is often considerable, 
it may be very difficult — or even quite impossible — ^to form any 
idea of how matters stand from a mere perusal of the Ledger, or 
even from a study of its summary, the Trial Balance. It is 
customary, therefore, at stated periods — ^usually once a year, but 
in some cases at more frequent intervals, e.g, half-yearly or 
quarterly — ^to " close the boofe," as it is called, and to jjrepare a 
Kevenue Account, or Profit and Loss Account, summarising the 
transactions between the business and its Proprietors, and a 
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Balance Sheet summarising the outstanding obligations between 
the business and those with whom it has outstandmg transactions. 
As the Trial Balance is in itself a complete summary of all the 
outstanding transactions, it follows that from the Trial Balance 
may be obtained all the information necessary to prepare both the 
Profit and Loss Account and the Balance Sheet. It is necessary, 
however, to examine each of the items carefully, in order to 
determine to which of the two it properly belongs. 

113. Speaking in general terms, the Profit and Loss Account 
is a summary of the outstanding balances on all the Nominal 
Accounts, while the Balance Sheet is a summary of the outstand- 
ing balances on all the Beal and Personal Accounts ; but it is 
necessary to make sure that all ^^imperceptible transactions*' 
(p. 25) have been duly recorded, or it may be that items 
properly appearing on a Nominal Account appear on a Beal or 
Personal Account, or vi4ie versd. On the credit side of the 
Profit and Loss Account should appear all those credit balances 
representing benefits received by the business that will not have 
to be accounted for to other parties, and are therefore due to the 
Proprietary as profits; while on the Liabilities' side of the 
Balance Sheet will appear all those credit balances which repre- 
sent benefits received by the business that it will have to repay 
or return in due course, and are therefore properly regarded 
as outstanding debts due by the business at that date. Thus 
every credit balance appears either on the credit side of the Profit 
and Loss Account or upon the Liabilities' side of the Balance 
Sheet, and no credit balance appears on both. 

114. On the other hand, debit balances, which represent 
primarily benefits or expenditure imparted by the business, in so 
far as they are represented by a debt actually due to the business, 
or by actual property of a corresponding value in the possession 
or custody of some agent of the business and under its control, 
are properly regarded as " assets " of the business, and placed 
upon the Assets' side of the Balance Sheet ; while those debit 
balances which are not thus represented by any valuable asset are 
treated as losses or expenses, and as such properly chargeable 
against the Proprietary, and are therefore debited to the Profit 
and Loss Account. It will thus be seen that every debit balance 
appears either on the Assets' side of the Balance Sheet or on the 
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debit side of the Profit and Loss Acconnt, and that no item 
appears on both. 

115. In closing the books at the end of a year, or other 
financial period, tne first step, therefore, is to look carefnlly 
throngh the items in the Trial Balance, and to determine which 
of these items are Eevenue items, and to proceed at once to 
transfer these Ledger balances to the Profit and Loss Account. 
This transfer may be eflfected by means of two Journal entries, 
one debiting the Profit and Loss Account with the total of all 
the debit balances on Nominal Accounts, and crediting each such 
account with the amount of its respective balance, while the 
second Journal entnr debits each nominal Account having a 
credit balance with tne amount thereof, and credits the total of 
such balances to the Profit and Loss Account. Thus when these 
two Journal entries have been duly posted, the effect will have 
been to remove all the balances outstanding on the various 
Nominal Accounts to the Profit and Loss Account, which had 
thus become a summary of all the other Nominal Accounts. 

116. If the Profit and Loss Account shows a credit balance, 
the total profits earned (for which the business has to account to 
the Proprietary) exceed the business expenses and losses ; and 
therefore, upon balance, there is this amount due to the Pro- 
prietary from the business, as representing the Net Profit of the 
business for the period under review. 'The amount having thus 
been ascertained, may be transferred to the credit of the Current 
Account by means of a Journal entry debiting Profit and Loss 
Account and crediting Current Account. If the business is 
owned by two or more persons trading in partnership, the amount 
of Net Profit, when ascertained, will be divided between them in 
the proportions previouslv agreed upon, and each partner's share 
will be transferred to his separate Current Account. If on 
the other hand the business is owned by a Company, the Net 
Profit, when ascertained, will be transferred to an account cidled 
" Appropriation Account," or " Net Revenue Account," and will 
be shown as a separate item on the Balance Sheet so long as 
it remains undivided. 

117. In the event of the Profit and Loss Account showing a 
debit balance, the inference is that the expenses and losses incuired 
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in carrying on the business have exceeded the profits earned, and 
that therefore the bosiness as a whole has been carried on at a 
Loss. Such Loss would be dealt with in the same manner as 
Profits mutatis mutandis ; that is to say it will be transferred to 
the debit of the Proprietor's Current Account ; or in the case of 
a partnership, divided, and each partner's proportion debited to 
his Current Account ; while in the case of a Company it will be 
transferred to the debit of the Appropriation Account or Net 
Bevenue Account. 

118. The Nominal Accounts having thus been " closed," the 
only balances remaining outstanding in the Ledger will be those 
that represent actual assets or liabilities of the business* It 
will be observed, however, that in the case of a sole proprietor or 
a partnership the Current Account (or Accounts) wul have been 
altered by the transfer thereto of the Net Profit, or Loss, to date, 
as ascertained by the Profit and Loss Account. The Balance 
Sheet is a summary of these outstanding balances, and if the 
books have been kept correctly it will be found that the total of 
the items on the Assets' side is exactly equal to the total of the 
items on the Liabilities' side. The reason for this is, as has been 
already stated, that the effect of making a profit is pro tanto to 
increase the surplus of assets over liabilities, but simultaneously 
to increase the liability of the business to its Proprietary to a 
precisely similar extent. Inasmuch as the liability of the 
business to its Proprietary is in the first instance the amount of 
assets contributed by the Proprietary to the business, it follows 
that, if all subsequent transactions have been correctly recorded, 
all those increases of assets that do not involve a corresponding 
liability to outside parties have been recorded as profits, and all 
those decreases of assets that do not reduce the liability to outside 

!)arties have been correctly recorded as losses. These profits and 
osses have been collected together and their combmed effect 
ascertained by the process of closing the books, whereupon the 
Proprietary has been credited with such amount (or debited, 
as the case may be), thus restoring the balance. 

119. It may be noted in passing that the word "assets," 
while now commonly used to designate property of some pecuniary 
value, originally meant that which was available wherewith to 
pay liabilities, and was " suflScient " for that purpose. Inasmuch 
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as a business is in a position to charge all losses against its 
Proprietary it is clear that, so long as the Proprietary are 
able to meet their engagements, the assets of the business 
itself must always be sufficient to meet its liabilities (including 
its liability towards the Proprietary) no matter what losses may 
be sustained. 

120. In i^QproformA Balance Sheet that appears at the dose 
of this chapter, it will be observed that the assets are placed upon 
the right-hand side of the Balance Sheet, and the Liabilities upon 
the left. This is in accordance with tiie usual practice, which 
regards the Balance Sheet rather as a summary of outstanding 
balances than as being in itself an actual account. It may be 
pointed out, however, that it is quite possible to treat the Balance 
Sheet as an account periodically rendered by the Proprietary to 
the business, in which the latter is debited with all benefits 
received from the Proprietary and from outside creditors that 
have still to be satisfied, and credited with the outstanding 
assets, which it may by some little flight of imagination be 
assumed it is willing to part with in consideration of being 
released from its liabUities. The theory that a Balance Sheet is 
a Ledger Account is, however, highly artificial, and it is certainly 
simpler to consider it merely as a periodical statement of the 
Ledger balances outstanding after all the Nominal Accounts have 
been closed, which shows the financial position of the business at 
that particular date. 

121. The items comprising the Balance Sheet, unlike the 
items comprising the Profit and Loss Account, are not transferred 
from their respective Ledger Accounts, but each is brought down 
on its own account, as shown in par. 49, so that the position of 
the account on the date of the Balance Sheet may be placed on 
permanent record. The process known as " closing the books " 
thus consists of (a) distinguishing between those Ledger balances 
that represent Profit and Loss items and those that^do not; 
(h) transferring the former to the Profit and Loss Account ; (c) 
transferring the balance of the Profit and Loss Account to the 
Current Account (or Accounts) of the Proprietary ; (d) bringing 
down the remaining outstanding balances m the Ledger, each on 
its own account ; {e) preparing a summary of such outstanding 
balances in the form of a Balance Sheet. 

Example.— -From the following Trial Balance of Henrj 



Digitized 



by Google 



CLOSING THE LEDGER 



93 



James, Auctioneer and Sorveyor, prepare Balance Sheet and 
Profit and Loss Account as on December 31, 1908 : — 



TBIAL BALANCE. 

December 31, 1908. 



Dr. 



Or. 



e80 

1 

5 

8 

16 

21 

25 

36 

43 

45 

72 

80 

87 



Cash 

Capital 

Furniture 

Salaries 

General Expenses . . 

Smith & Co 

Printing and Stationery 

Fees 

B. Jones 

J. McAdam & Co. 

Kent 

H. Johnson 

Suspense Acoonnt . . 



& 
284 

250 

162 

31 

18 

122 
17 
75 



961 



15 



500 

8 
374 



75 
3 



961 



15 



JOURNAL, 1908. 



Dar. Cr. (45) 



31st December. 
Profit and Loss Acoonnt . . . 

To Salaries 

M General Expenses . . . 
„ Printing and Stationery . 
^ Rent 

Fees Account 

To Profit and Loss Account . 

Profit and Loss Account . . . 
To Current Account . . . 



100 

8 

16 

25 

72 



100 

100 
90 



I £ 
287 



374 



15 



18 



& 

162 
31 
18 
75 



374 



86 



15 



18 
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CHAPTER XIII 

THE KATUBE AND LIMITATIONS OF BALANCE SHEETS 

123. Fbom what has been stated in the preceding chapter it will 
be observed that, in order to ascertain from a set of bool^ the 
tme position of affairs, it is necessary to distinguish accurately 
between those Ledger balances that should be included in the 
Profit and Loss Account — and which, in consequence, may 
properly be described as "Revenue items" — and those which 
should be included in the Balance Sheet, and which, in con- 
sequence, are said to have been " Capitalised." The effect of an 
error in distinguishing between Revenue and Capital items wUl 
not be made apparent by any failure of the accounts to balance. 
It is thus the more important that spnecial care should be exercised 
in making the distinction. In working out a proformS, exercise 
dealing with hyi)othetical facts there is, of course, no difficulty 
whatever in distinguishing between Revenue and Capital items, 
for in the nature of things there is nothing to go by except 
the indication provided by the headings of the various Ledger 
accounts ; but in actual practice the distinction is much more 
difficult to observe correctly, and often necessitates some inquiry 
into the actual circumstances that have led to the entries recorded 
in the books, and some further inquiry as to whether additional 
" imperceptible " transactions have not occurred, that have not 
been recorded in the books, and therefore render the book 
record jpro tanto incomplete. 

123. It is not practicable to pursue this subject into any very 
great detail, important as it undoubtedly is. It mav be men- 
tioned, however, that if a credit balance that ought to have been 
included in the Balance Sheet as a liability has been erroneously 
included in the Profit and Loss Account as a profit, the result will 
be (1) to overstate the profits of the business, (2) to understate 
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its liability to outside parties, and (3) to overstate its liability to 
the Proprietary ; while if an item that ought to have been 
included in the Profit and Loss Account as a profit has been 
erroneously included in the Balance Sheet as a liability, the effect 
will be (1) to understate the net profit of the business, (2) to 
overstate the liabilities of the business to outside parties, and 
(3) to understate its liabilities to the Proprietary. 

124. It should further be borne in mind that, inasmuch as 
the Ledger balances at any stated time represent the estimated 
monetary value of uncompleted transactions, these Ledger balances 
are, with a very few exceptions, in the nature of estimates as to the 
probabilities of the future, rather than statements of accomplished 
facts. It thus follows that, apart altogether from the possibility 
of errors in the apportionment of the various items of the Trial 
Balance as between Capital and Kevenue, there may be ioni fide 
mistakes as to the monetary value that ought properly to be 
attached to outstanding balances. It would hardly be overstating 
matters to say that in actual practice it is rare indeed to find a 
Balance Sheet prepared, which subsequent experience does not 
prove to have been inaccurate in one or more particulars. When 
a business has been definitelv completed, the outstanding assets 
all converted into cash, and the outstandhig liabilities all paid, it 
is possible to state with certainty what Profit or Loss has been 
made by that business while it was being carried on ; but it is in 
the nature of things quite impossible to prepare accounts tha^ 
will with equal certainty show tne Profit or Loss earned up to any 
intermediate date during the lifetime of the business. Such 
intermediate accounts can, in the nature of things, only be 
approximate. That is, of course, no reason why they should not 
be prepared with the utmost possible care, so tliat they may be as 
reliable as circumstances will permit; but it is important that 
their necessary limitations should not be lost sight of. 
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CAPITAL ACCOUNTS AND CUBEENT ACCOUNTS OF 
UNDIVIDED PROFITS 

125. Eefebencb has already been made from time to time to the 
Capital Acconnt and to the Current Acconnt of the Proprietary. 
It will be convenient, however, to deal with these matters fully m 
a separate chapter, taking first the case of a business owned by a 
sole proprietor ; secondly, the case of a business owned by two or 
more persons in partnership ; and thirdly, the case of a business 
owned by a number of persons incorporated as a Company. 

126. In the case of a business owned by a sole proprietor, the 
amount of capital originally adventured in that business by the 
Proprietor is credited to a Capital Account. If such capital were 
brought in as cash, the corresponding debit would be to the Cash 
Account or Bank Account, according to whether the money was 
handed in the first instance to the cashier or to the bankers of the 
business ; but if , as is sometimes the case, the Capital consists 
partly of cash and partly of other kinds of assets, then a Ledger 
Account would be opened in respect of each such asset, which will 
be debited with the value of that which was brought into the 
business bjr the Proprietor, as is shown by the following example, 
in which it is assumed that certain liabilities of the Proprietor 
were also taken over by the business at the same time : — 



JOURNAL, 1908. 



Dr. 



Cr. 



Ist January. 
BnsineBB Premises . . . 
Stock in Trade .... 
Sundry Debtors .... 

Cash 

To Sundry Creditors . 
„ Gapitfd Acoount . 



& 
2000 
4629 
2325 

261 



1216 
8000 
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127. It is not oncommon to find that the profits, as shown 
by the i>eriodical Profit and Loss Accoant, are regnlcurly transferred 
to Capital Account; but the better plan seems to be for the 
Oapital Account only to be modified when additional capital is 
brought in by the Proprietor, or when definite sums of Oapital are 
withdrawn by him, as distinct from ordinary withdrawals for 
living expenses. These latter withdrawals are ordinarily charged 
to the debit of the Proprietor's Current Account, but if very 
numerous — as is commonly the case if the Proprietor has no 
private banking account — it is usual to debit them in the first 
instance to an account headed " Drawings Account,'' the periodi- 
cal total of which alone is transferred to the debit of the Current 
Account. The effect of this is to keep unnecessary detail from 
the Current Account, which has the double advantage of enablbig 
its effect to be perceived at a glance, and enabling an account 
extending over a number of years to be kept on one or two pages 
of the linger. 

128. It is clear that, if Drawings be debited to Current 
Account, and the periodical Net Profit be credited, at the date 
of the Balance Sheet, the Current Account will show a balance 
which, if a debit balance will represent the excess of withdrawi^ 
over net profits earned, and if a credit balance the excess of 
profits earned over wiiiidrawals, Le. undrawn profits. This 
balance, like all other outstanding balances, will be included in 
the periodical Balance Sheet as a liability if a credit l^ance 
(representing the liability of the business to its Proprietor in 
respect of undrawn profits), as an asset if a debit balance (re- 
presenting a debt due to the business by the Proprietor to 
compensate for the fact that the benefits he has received from 
the business by way of withdrawals are in excess of the benefits 
that the business has received on his account by way of net 
profits). An alternative plan, where the Current Account shows 
a debit balance, is to tranter that balance to the Capital Account, 
thus effecting a reduction of the liability of the business to its 
Proprietor by way of Capital. It is obvious that where a business 
is owned by a single proprietor it is largely a matter for him 
to determine what precise form the accounts shall take. 

129. In the case of a partnership, the arrangement between 
the parties is determined by the law of partnership, subject to 
any special agreement that may have been come to by the parties. 
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It is nsnal for partners to enter into such an agreement at the 
commencement of the partnership, and the aneement so entered 
into is called the '* Articles of rartnership.'*^ In the absence of 
any^agreement to the contrary, however, aU partners are entitled 
to an equal share in the profits of the business ; or, in the event 
of the business resulting in a loss, each is liable to contribute to 
the partnership an equal share of such loss in order to restore the 
iiatui quo. There is no such equality in regard to Capital 
however. The Capital of each partner is determined by the 
amount of Capital originally brought in by him ; and when 
profits have been with£»wn (or losses have been made ^ood, as 
the case may be) that original Capital will always remain mtact. 

130. Upon closing^the books of a partnership, each partner^s 
share of the profit should be transferred to the credit of a 
Current Account opened in his name, which will also be debited 
with his Drawings. Thus the Current Account of each partner 
will show the position of affairs between him and the business : 
if there be a credit balance, there will be undrawn profits due to 
him by the business ; while if there be a debit balance, there will 
be overdrawn profits due by him to the business. By special 
agreement between the partners a debit balance on Current 
Account is sometimes transferred to the Capital Account of the 
individual partner, thus releasing him from the obligation to 
repay that amount to the business m cash ; but in the absence of 
such express agreement, a debit balance on Current Account 
should be left standing until settled by actual payment. 

131. It is a very common arrangement, where partners con- 
tribute Capital in proportions uneqi^ to their respective shares 
in profits, for them to oe entitled to receive " Interest on Capital " 
at a prescribed rate, usually 5% per annum. Where Interest on 
Capital is thus allowed, it should be recorded in the books by a 
Journal entry debiting Profit and Loss Account with the amount 
of such Interest, ana making a corresponding credit to the 
Current Account of the partner entitled to receive it. The credit 
should be to the Current Account, and not to the Capital Account, 
because the partner is entitled to withdraw such interest as it may 
have been agreed to allow him, and thus the interest affects the 
balance of the Current Account and not the Capital Account. In 
the absence of express agreement to the contrary, no interest is 
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allowed on any balance thab may remain oatstanding on Gorrent 
Acconnt ; bat should there be any express arrangement providing 
for interest on the Current Account, it will be dealt with in the 
same way as Interest on Capital. 

132. In the case of a Company, the number of partners (or 
joint proprietors) is so large that it is not usual to provide a 
separate Capital Account and Current Account in respect of each 
in the general books, although, of course, it will be necessary for 
a subsidiary '' Share Ledger " to be kept containing a distinct 
account for each. In the general books of the Company, how- 
ever, there will be only one Capital Account for all, unless there 
shoidd be more than one class of shares, in which event there will 
be a separate Capital Account in respect of each claas, which will 
show the total amount in respect of which the Company is 
accountable to the holders of each such class. The Net Profit, as 
ascertained by the periodical Profit and Loss Account, will be 
transferred to a Current Account, usually described as an '^ Ap- 
propriation Account," or **Net Eevenue Account," which will 
show as a credit balance the amount of undivided profits available 
for distribution. When from time to time profits are divided by 
way of dividend, the total amount so distributed will be credited 
to Cash (or Bank, as the case may be) and debited to the Appro- 
priation or Net Eevenue Account, leaving any undistributed 
profits to be carried forward as a balance thereon. The chief 
distinctions between a Company and a Partnership are that 
while, in the latter, the moment the profits or losses can be 
ascertained they can be allocated among the various partners, in 
the former event no individual member has any personal right 
to a share in such profits as may have been earned until a 
resolution has been passed sanctioning a dividend, whereupon he 
becomes entitled to his due proportion of the total amount that 
it has been resolved to distribute. A second distinction is that 
while the agreement between partners to make good their re- 
spective shares of losses by actual contribution in cash is a mere 
agreement between the partners themselves in respect of which 
they owe no special duty to outsiders, a Compan;]^ (if a limited 
company) cannot under any cbcumstances compel its members to 
contribute their respective shares in order to make good a loss on 
the business, and it is illegal for the Company to make any 
distribution among its members save out of profits earned, any 
distribution otherwise made being made at the personal risk of 
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those responsible for carrying on the business, i.e. the Durectors. 
It thns follows that if the Net Bevenue Account of a Company 
shows a debit balance, t^t balance must have arisen either 
through the business being carried on at a loss, or through 
dividends having been improperly paid in excess of profits earned 
— or perhaps from both causes. 
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CHAPTER XV 

THE PETTY CASH ACCOUNT 

133. It has already been stated that the modem business practice 
is, as far as possible, to make the Banker the sole Cashier of the 
business ; but in all cases there are certain to be some small 
expenses that cannot conveniently be paid by cheque, and thus in 
every business it is in practice necessary to have a Cashier, and 
for him to keep a Cash Account. As a rule, however, the trans- 
actions passing through his hands are limited to the payment of 
small expenses out of monies provided to him for that special 
purpose from time to time. The Cash Account being thus of 
comparatively trifling proportions, it is commonly designated 
** Petty Cash." In the case of some businesses remote from bank- 
ing centres it may be necessary that the Cash Account should 
assume considerable proportions, but in such cases it is usual to 
have a distinct account for the small items designated *^ Petty 
Cash," with a view to reducing as far as possible the number of 
entries in the Cash Book proper. 

134. The distinctive features of all Petty Cash systems are 
(1) that the only monies received are obtained by cashing chejjues 
specially drawn for that purpose, monies received by the busin«is 
in the ordinaiy course being debited not to Petty Cash, but in 
the Cash Book itself ; (2) no payments are made out of Petty 
Cash to any one having a personal account in the Ledger, the 
payments being entirely confined to expenses which in due course 
will be debital to Nominal Accounts ; (3) with the object of 
saving an unnecessary amount of clerical work in posting items 
which are by their nature comparatively unimportant, the Petty 
Cash payments are not posted to the Nominal Accounts in detail, 
but periodically analysed under suitable headings, when the 
postings are made in total. 

135. A good form of ruling for a Petty Cash Book is given 
below. It will be observed that in many respects it is similar to 
the form of Tabular Sales Journal illustrated on p. 51. 
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136. Occasionally the periodical totals of Petty Gash payments 
are passed through the Jonmal, the appropriate Nominal Acconnts 
being debited, and "Petty Cash Account" credited. In that 
event it is necessary to open a "Petty Cash Account" in the 
Ledger, which will be credited with the total Petty Cash pay- 
ments, as per Journal, and debited with the monies horn time to 
time drawn out of the Bank and handed to the Petty Cashier. 
Each time these totals are posted up the Ledger Petty Cadi 
Account will thus show a debit balance equal to the amount of 
Petty Cash in hand. An alternative plan is to have no Petty 
Cash Account in the Ledger, but to treat the Petty Cash Book 
itself as a Ledger account, in exactly the same way that the Cash 
Book is usually so treated. In that event, of course, the postings 
from the credit side of the Bank Account in respect of cheques 
drawn for petty cash purposes will be to the debit of the Petty 
Cash Book, and this book is itself treated as a book of account. 
In the former case, on the other hand, the Petty Cash Book is 
merely a "memorandum book," which forms no part of the 
system of double-entry bookkeeping, but provides the basis for 
the entries made in the books themselves recording the periodic»J 
totals of Petty Cash payments. Another method is to dispense 
with the Journal entry, and to post direct from the Pett^ Cash 
Book totals. This variation may be employed whether there is 
a Petty Cash Account in the Ledger or not. 

187. It will be seen that hitherto the methods described have 
been upon the basis of treating the Petty Cash Account as an 
Account Current, running on indefinitely. Petty Cash Accounts 
are frequently so kept in practice, but it has been found that a 
far more eflfective control over the Petty Cashier can be established 
by the adoption of the " Imprest System." The essence of the 
Imprest System is that the Petty Cashier is in the first instance 
supplied with a round sum, out of which to make payments 
for current purposes, for which he is accountable. At definite 
prescribed intervals, usually once a week, he is required to submit 
an account to the Chief Cashier showing what payments he has 
made during the current period. This account is then verified, 
and a cheque for the exact amount thereof is then drawn and 
handed over to the Petty Cashier, thus increasing the amount 
of his balance to the amount of the original advance. This 
procedure is repeated week after week until the date for balancing 
the books as a whole arrives, when the Petty Cash Account is 
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again settled np to date, bnt on this occasion the Petty Cashier 
ateo retnniB the amonnt of the original advance, which is paid 
into the Bank, a cheqne for a new advance being drawn on the 
first day of the next financial i)eriod. It will te observed that 
by this method there is a definite settlement as between Petty 
Cashier and Chief Cashier once a week, and that by no possibility 
can the Petty Cash Account be allowed to run on indefinitely 
without being properly checked, for it is not until it has been 
checked that it is possible for the Petty Cashier to secure further 
funds. It will also be observed that under this system no Petty 
Cash Account need be o^ned in the Ledger,^ and that aU necessary 
entries in the Ledger itself can readily be made by entering 
np in the Cash Book each cheaue drawn for Petty Cash purposes 
in detail (as shown by the analysis of the Petty Cash Book), and 
by posting from the credit side of the Cash Book to the debit of 
the various Nominal Accounts affected. By this means all 
necessity for Journal entries in connection with Petty Cash is 
obviated, and no postings whatever are made from the Petty 
Cash Book, which is merely a memorandum book that serves the 
purpose of providing a day-to-day record of the transactions of 
the Petty Cashier, and the data for the weekly summary of his 

gEiyments that is embodied in the Cash Book. The form of 
etty Cash Book itself under the Imprest System will be the same 
as tnat shown on p. 108, save that the bahmce brought forward 
from week to week would invariably be the amount of the original 
advance, save at the end of the year, when the advance is returned 
to the Cashier, when there would be no balance. 

^ The original advance can be debited to '* General Expenses," or some 
similar, aoooont, the return of the adyance at the end of the financial period 
being credited to the same account. Of course, however, these two items 
can be posted to a ** Petty Cash Account " if preferred. 
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CHAPTER XVI 

SINGLE-ENTRY BOOKKEEPING 

138. In the present work it is not necessary to describe at length 
the imperfect system of bookkeepii^ that is known as *' single- 
entry.'' Inasmuch, however, as this system is still somewhat 
extensively used in small bnsinesses, it is desirable to indicate 
briefly what it consists of. Properly speaking, Single-Entiy 
bookkeeping may be said to be an incomplete, or partM, appli- 
cation of the system of bookkeeping by donble-entry, pref eired 
by some, ostensibly as being simpler, and therefore occupying 
less time. The actual saving of time is, however, infinitesimal, 
except that, inasmuch as with Single-Entry bookkeeping it is 
impossible to prepare a Trial Balance, it is also impossible to 
ascertain whether or not the bookkeeping is clerically accurate. 
Thus the time often occupied under the double-entry system in 
gecuring an exact agreement of the Trial Balance is saved ; but 
it might, of course, equally have been saved under the double- 
entry system, if one were content with inaccurate results. Single- 
Entry bookkeeping fails to disclose errors that interfere with the 
balancing of the books, but it is hardly to be supposed that such 
errors wQl be less f reqtlent on that account. On the contrary, 
there can be little doubt that, in the absence of any means of 
detecting errors, the bookkeeping will be more carelessly per- 
formed and errors will be more numerous. 

139. Single-Entry Bookkeeping being thus an imperfect 
system, it will readily be underst^ that different varieties of 
Imperfection are to be found in practice. The least objectionable 
form is that which entirely omits the Nominal Accounts, and 
wliich therefore effectually prevents the preparation of either a 
Trial BoJance or a Profit and Loss Account, but which does keep 
all those Ledger accounts that go to build up the Balance Sheet. 
Very commoiJy, however, it will be found that the Real Accounts 
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also are missing from the Ledger, which consists merely of 
Personal Acconnts ; and that in any attempt that may be made 
from time to time to ascertain the position of affairs, recourse 
must be had not merely to the Ledger, but also to outside sources 
for information as to the existence and value of the various assets 
other than Book Debts and Cash. 

140. It has abeady been pointed out that a Balance Sheet is 
a summary of the balances outstanding on a Ledger kept by 
double-entry, prepared after the Nommal Accounts have been 
closed off, and thus after the amount of profit (or loss) has been 
ascertained, and credited (or debited) to the I^oprietary, as the 
case may be. It derives its name from the fact that the total 
of the items appearing on the right-hand side of the Balance Sheet 
as ^' Assets " must always balance the toted of the items appearing 
on the left-hand side as '^ Liabilities." It is clear, therefore, that 
it is impossible to construct a Balance Sheet from a set of books 
kept by Single-Entry. It is, however, possible to construct a 
" Statement of Affairs," which will show upon the one side the 
existing Assets, and upon the other side the existing Liabilities 

Siclu^g the Capital of the Proprietary) : the difference between 
ese two sides, if an excess of assets, represents the debt due by 
the business to the Proprietary on Current Account at the date 
thereof ; and if an excess of liabilities over assets, the amount 
due by the Proprietary to the business on Current Account. 
ARSUTning that there was a settlement of accounts between the 
business and the Proprietary at the commencement of the current 
period, a balance due to the Proprietary on Current Account at 
the end of the period would be undrawn profits earned during 
the period ; or if no profits had been withdrawn, then such 
balance would represent the total profits earned during the 
period, and so on. If the state of accounts at the commencement 
and at the end of the current period be known, and if the 
Drawings of the Proprietary and the additional Capital embarked 
by them in the business (if any) be known, the amount of profit 
(or loss) during the current period may be calculated, as being the 
came of the difference between the actual figure at the end of the 

giriod and the figure that one would otherwise have expected, 
elow are given two examples, the first (a) showing that the 
difference between the expected and the actual result is computed 
as a profit, the second (b) where a loss is shown to have taken 
place — 
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141. It will be observed, however, that under this system it 
is necessary to be particnlarly careful to guard against clerical 
errors, as the least mistake in any of the figures would result in 
a corresponding error in the ultimate estimate as to the profit or 
loss for the current period. It will be observed, moreover, that 
even if these figures (which are not capable of beiiyg checked by 
any independent process), could be relied upon as being absolutely 
accurate, the Single-Entry system would still be defective, as 
failing to show the causes that have led up to the ultimate result. 
On the double-entry system the Nominal Accounts, summarised 
into the Profit and Ijoss Account, show exactlv why, and how, 
the ultimate result has been brought about ; and a careful study 
of these figures is of the greatest possible value to the practicaL 
managers of the business. The Single-Entry system, on the other 
hand, does not attempt to give reasons for the result, but merely 
the bare result itself, and its value to the practical business man 
is thus limited accordingly. 
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PART II 



PRO FORMA EXAMPLE OF THE ACCOUNTS OP A TRADER 

The foUowing example has been fully worked out to show, j?ro 
JormA^ the entries necessary in the books of a trader to record his 
transactions during a period of three months. This example is 
appended that the reader may gather a better idea of Double- 
Entry Accounts than can readily be obtained from the illustration 
of mere isolated transactions. It should be borne in mind, how- 
ever, that there are usually several alternative methods of record- 
ing any transaction, or class of transactions, and that therefore the 
methods now illustrated must not be regarded as being bv any 
means the only possible methods, or even necessarilv as being 
better than others. Upon reference to the Cash Book it will be 
seen that, by the introduction of distinct columns for ^'Gash 
Sales " and " Cash Purchases " respectively, it has become possible 
to post these items to the Ledger in totals instead of in detail, 
thus saving a considerable amount of clerical labour. It will 
further be observed that, for convenience of reference, the Ledger 
has been sub-divided into (1) Cash Book ; (2) Sales Ledger ; 
(8) Bought Ledger ; (4) General Ledger ; and that a summary 
of the balances of each is necessary to construct the Trial Balance 
shown on p. 148, 
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(88) 



SALES DAT BOOK 



1906. 
AprU 2 



Henry Tibbets, 
1 doz. ''Match" cricket balls at dOa. 
Less 5 per cent 



3 
5 

7 
9 

10 
12 
13 
16 

17 

19 
20 

21 
23 
24 

25 

26 



The Avenue Cricket Olnb, 

1 doz. A.A. cricket bats at 15«. each 
Charles Greaves, 

1 Enfield bicycle with accessories . 
The Avenue Cricket Club, 

1 grass roller 

Henry Tibbets, 

5 doz. tennis balls at 9a. 6d. per doz. 
Less 5 per cent .- . 



The Avenue Cricket Clnb, 

Bales printed to order .... 
Leaville Grammar School, 

2 doz. cricket balls at 30a. per doz. 
Avenue Cricket Club, 

6 pairs pads at 9a 

Henry Tibbets, 

1 doz. rackets at 9a. each . . . 
Less 5 per cent 



Leaville Grammar School, 
1} doz. A.B. cricket bats at 90a. per 

doz 

James Matthews, 

1 golf club (special) 

The Avenue Cricket Club, 

2 doz. match cricket balls at 41a. 6d. 

per doz 

John James, 

1 set bowls 

Leaville Grammar School, 

4 doz. caps to order 

Henry Tibbets, 

2 doz. A2 cricket balls at 48a. per doz. 
Less 5 per cent 



James Matthews, 

1 golf club case to order 
John James, 

2 garden seats . . . . 



Carried forward , 



tie 

2 




6 



2 
9 
1017 



tl6 
4 



5 2 

61 
11 

4 

41 



41 
2 

81 
731 
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(89) 



1908. 
April 27 

, 28 

, 29 

, 30 

May 1 

, 2 

, 3 

, 4 

, 5 

. 7 

., 8 

., 9 

„ 10 



11 

12 
12 
14 



Brought forward . . . 
ICfdor Green, 

Set golf olnbs to order 

Ayenne Cricket Club, 

4 flooring books 

Leayille Grammar School, 

23 pairs boots to order at 10s. 6<2. 

per pair 

John James, 

Length garden hose 

Major Green, 

2 doz. golf balls at 159 

Henry Tibbets, 

1 doz. match cricket balls at 50«. 
Less 5 per cent 

James Matthews, 

Bepairs to cycle 

Major Green, 

1 motor bicycle (Qnadrant) with 

accessories 

Leayille Grammar School, 

6 scoring books 

Ayenne Cricket Clnb, 

20 rolls of admission tickets to order 
John James, 

Bepairs to roller 

Henry Tibbets, 

3 doz. tennis balls at lOs. 6d. per doz. 
Less 5 per cent 

Major Green, 

Ipairgogeles 

1 pair leather glasses 

Bepairs to hooter 

Frank Hopkins, 

1 Enfield cycle with accessories 

(high grade) 

Leayille Grammar School, 

Odd sets fiyes gloyes 

James Matthews, 

1 Sandow Exerciser 

Mijor Green, 

2 punching ball outfits 

Carried forward . . . . 



38 


£ 


a. 


(2. 


73 


8. 
11 


(2. 
7 


6 








4 


10 





2 










10 





8 








12 


1 


6 


5 








1 


15 





6 








1 


10 





1 


2 


10 
2 




6 


2 


7 


6 


4 










7 


6 


6 








48 


17 


6 


8 










15 





2 








1 


18 





5 










10 


8 


1 


1 


11 


6 
10 


1 


10 
11 


8 



6 




2 
6 
2 


6 
6 



12 








16 


4 


6 


3 








2 


10 





4 










12 


6 


6 








4 


4 





40 


168 


1 


6 



Digitized 



by Google 



Ii8 
(40) 



A B C OF BOOKKEEPING 
SALES DAT BOOK. 



1908. 
May 16 


»> 


16 


>» 


17 


n 


18 


» 


19 


»» 


21 


)> 


21 


»> 


22 


» 


23 


>» 


24 


»» 


25 


)> 


27 


»> 


27 


»> 


28 


»> 


29 


>9 


30 


June 


1 


» 


2 


» 


4 



Broagbt forward . . . 
Leayille Grammar School, 

4 sets tarred netting 

F. Hopkins, 

1 acetyline lamp 

John James, 

2 tins weed killer 

Ayenne Cricket Clnb, 

4 ground benches to order, as per 

estimate 

William Higgins, 
1 motor bicycle (Ajax) with ac- 
cessories 

James Matthews, 

1 garden roller 

Major Green, 

Repairs to motor cycle 

Leayille Grammar School, 

2 doz. cricket balls at 808. per doz. . 
Miss Emily Martin, 

1 lady*8 Enfield bicycle with ac- 
cessories 

Ayenue Cricket Club, 

Bepairs to payilion as per estimate . 
Henry Tibbets, 

1 gross scoring books at 348. per doz. 
Less 5 per cent 

John James, 

Set garden tools 

Ayenue Cricket Club, 

Bepairs to pads, &c 

Leayille Grammar School, 

2 scoring books 

The 65th Blankshire Begiment, 

2 doz. cricket baUs at 628. Qd, per doz. 
The 65th Blankshire Begiment, 

1 doz. best match bats at 228. 6d. 

each 

Major Green, 

1 lady's bicycle with accessories • • 
James Matthews, 

Special set garden tools 

Samuel Peters, 

Wire netting to order 

Carried forward . • . . 



89 


& 


8. 


d. 


168 


8. 

1 


8 








8 


15 


12 










10 


5 










4 


2 








6 





13 








82 


14 


4 








5 


10 


6 








2 


15 


3 








3 





8 








12 


17 


2 








14 


3 


1 


14 


8 
14 



5 


13 
2 


13 
12 


5 








2 










18 


3 










5 


7 








6 


5 


7 








13 


10 


6 








14 


17 


4 








4 


15 


11 
41 








3 


10 


309 


19 
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(«) 



1908. 
June 4 


»» 


5 


» 


6 


» 


7 


» 


8 


» 


9 


w 


11 


» 


11 


»> 


12 


1) 


13 


»> 


14 


» 


15 


>» 


16 


» 


18 


>» 


18 


» 


19 


» 


20 


99 


21 


» 


22 


» 


23 



Brought forward . . . 
Major Green, 

1 kitchen stove 

Leayille Grammar Sdiool, 

Bepairs to roller 

Avenue Cricket Club, 

1 special sprinkler 

Henry Tibbets, 

3 doz. tennis balls at 108. 6d. per doz. 
Less 5 per cent. 

William Higgins, 

Bepairs to bicycle 

The 65th Blankshire Begiment, 

Tarred netting to order 

John James, 

1 croquet set 

Avenue Cricket Club, 

2 scoring books 

The 65th Blankshire Begiment, 

12 scoring books 

Leaville Grammar School, 

4 special bats at 188. 6<2. each . . 
Samuel Peters, 

Garden roller 

The 65ih Blankshire Begiment, 

2 doz. hockey sticks at 928. 6(2. per doz. 
Henry Tibbets, 

1 doz. special bats at 188. 6<2. each , 
Less 5 per cent 

Avenue Cricket Club, 

4 pairs gloves 

The 65th Blankshire Begiment, 

1 doz. AA. bats at 228. each . . . 
Henry Tibbets, 

1 roll wire netting 

Major Green, 

Wire nettiug to order . . . . , 
S. Peters, 

1 fowl run to order 

Leaville Granmiar School, 

33 badges to order 

John James, 

1 lady's match racket . . . . , 

Carried forward . . . . 



40 


& 


8. 


d. 


809 


8. 

19 


7 


6 








12 


10 





8 








1 


2 


6 


2 








1 


5 





1 


1 


11 


6 
10 


1 


10 
17 


8 
6 


18 








7 








4 


9 


6 


5 








7 


10 





2 










5 





7 








1 


10 





3 








3 


14 





11 








4 


5 


6 


7 








9 


5 





1 


11 


2 
11 




1 


10 

1 


10 




11 




2 








7 








13 


4 





1 








3 


10 





6 








2 


10 





11 








4 


10 





8 








1 


13 





5 
42 








1 


5 


6 


396 


7 


8 
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(42) 



BALES DAT BOOK. 



1908. 
June 25 

» 25 

., 26 

., 27 

„ 28 

. 29 



Bronglit forward . . 
James MaHhews, 

Repairs to roller 

The 65th Blankshire Regiment, 

4 sets bowls 

Major Green, 

3 hockey sticks 

Charles Greaves, 

1 croquet set 

The 65th Blankshire Regiment, 

50 badges to order 

Frank Payton, 

1 motor cycle with accessories . < 
Henry Tibbets, 

1 doz. hockey sticks assorted at 958. 
Less 5 per cent 



plO 



d. 



U5 
4 



£ 
396 



20 
1 
5 
2 

32 



7 
14 


11 


10 
10 

HO 



463 



a6) 



SALES BETUBNS BOOK. 



1908. 
April 18 

., 28 

May 19 

» 31 



H. Tibbeta, 

1 dozen tenniH balls at 9e. Sdn, loffl 5 per cent, 
ATeaue Cricket Club, 

2 paiffi pads at 9^. ...*..*.. 
J, JameSf 

1 tin weed killer 

LeaTilI© Grammar School, 
i do^n cricket bails at 30«. per dosen . . 



1 
2 

16 

Z 

[pll 



9 
18 

2 
15 



4 3 
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SALES LEDGIB. 



1 

2 
3 
4 
5 
6 
7 

1 
2 
3 
4 
5 
6 
7 
9 
10 


Balanoet, Ut April, 1908. 
Tibbetts 


10 
17 
12 
4 
13 
22 
14 


8, 



10 

17 

10 

4 



8 


d, 



6 

6 




ATenne Cricket Club 


Leayille Grammar School 


Matthews 


Jfunffi •.....»*»* 4 . i . * 


Major Qreen 


fiijth 'Rli^nkffhir^ Kefipmpnt , 


Balances, ^ih June, 1908. 
Tibbetts 


94 


10 





20 

2 

6 

5 

8 

31 

50 

32 

5 


1 
10 

9 

9 
15 

9 
18 
10 




10 

6 

6 

6 




Ayenue Cricket Club , 


Leayille Grammar School 


Matthews 


James • 


Major Green 


fWth Blniikffhire RAgim^^pt 


Payton . . . . "^ 


Greayes 




168 


3 


4 
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A B C OF BOOKKEEPING 



Dr. 



H. TIBBETTS. 



Or. a) 



1908. 
April 1 


ToBalanoe . 


V 


10 


0. 




d. 



1908. 
April 18 
„ 13 


By Oasb . . 
^ Disoount. 


61 


9 


8. 

17 
2 


d. 
6 
6 


10 








10 








April 12 
,, 9 
,. 16 
» 24 


To Goods. . 

» » • • 


88 


2 
2 
5 

4 


7 

5 

2 

11 


6 
2 

8 
8 


April 18 

MAy 8 

« 3 


By Returns . 
„ Cash . . 
M Disoount. 


16 
62 


13 


9 

10 

6 




10 

9 


14 


6 


7 


14 


6 


7 








■^ 


a 


=■ 












= 


May 2 
« 9 
« 25 


To Goods . . 
»> » • • 
>» »> • • 


89 
40 


2 

1 
18 


7 

10 
18 


6 
8 
7 


June 8 

. 8 


By Cash . . 
„ Disoount. 


64 

9f 


17 


8 

8 



9 


17 


11 


9 


17 


11 


9 








^= 


a 


= 












flB 


June 7 

n 30 


To Goods. . 
» >» • • 
»> >» • • 
» »» • • 


41 


1 

10 
8 

4 


10 
10 
10 
10 


8 
11 


8 


June 80 


By Balanoe 
^oarried down 


V 


20 


1 


10 


20 


1 


10 


20 


1 


10 


July 1 


ToBalanoe . 


V 


20 


1 


10 
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''PRO FORMA'' EXAMPLE 



1^3 



(2) Dr. 



THE AYENUE OBIGEET OLUB. 



Or. 



1908. 






£ 


s. 


d. 


1908. 






& 


0. 


d. 


April 1 


To Balance . 


V 


17 


10 





April 20 


By Gash . . 


61 


17 


10 











== 


=■ 










^Bm 


sm 


» 


April 3 


To Goods. . 


38 


9 








April 28 


ByBeturns . 


16 




18 





„ 1 


» » • • 


Hi 


7 


10 





Biay 16 


„ Cash . . 


68 


28 


2 


9 


„ 10 


»» »> • • 


n 




15 


6 


„ 16 


„ Disoount. 


99 




11 


9 


n 13 


>» w • • 


n 


2 


14 

















„ 20 


n n • • 


w 


4 


8 

















« 28 


» »> • • 


89 




10 


1 














24 


12 


6 


24 


12 


6 


May 7 


To Goods . . 


89 


1 


13 





June 18 


By Cash . . 


64 


22 


12 


6 


„ 18 


>» » • • 


40 


6 








„ 18 


„ Disoount. 


n 




2 


9 


,. 24 


»> » • • 


»• 


14 


8 


6 














. 28 


»> »» • • 


»> 




18 


9 














22 


15 


3 


22 


15 


8 








= 


= 










= 


» 


» 


June 6 


To Goods. . 


41 


1 


5 





June 80 


By Balance . 


V 


2 


10 





M 11 


» »> • • 


» 




5 

















„ 18 


„ » . . 


>9 


1 




















2 


10 


1 


2 


10 











™ 


=■ 










« 


« 


=» 


July 1 


To Balance . 


V 


2 


10 
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A B C OF BOOKKEEPING 



Dr, 



THE LEAVILLE QBAMMAB SCHOOL. Or. (3) 



1908. 
April 1 


ToBalancie . 


V 


12 


8, 

17 


d, 
6 


1908. 
April 17 


By Cash . . 


61 


12 


8. 

17 


d. 
6 


April 12 
„ 17 
« 28 

„ 28 


To Goods. . 

>» >» • • 
»» »» • • 
11 >» • • 


38 
» 
>» 
39 


3 

6 

2 

12 




15 

8 

1 





6 


May 12 


By Cash . . 


62 


24 


4 


6 


24 


4 


6 


24 


4 


6 


May 5 
„ 12 
„ 15 
» 22 
„ 28 


To Goods. . 
»» »» • • 

»» » • • 
j> ») • • 
>» j» • • 


39 
40 

9t 


2 
3 
3 

10 


15 

10 

15 



5 

5 











May 31 
June 22 


By Beturns . 
, Cash . . 


16 
64 


9 


15 
10 






10 


5 





June 5 
„ 18 
,, 22 


To Goods. . 
»» >» • • 
>» » • • 


41 

» 


1 
3 

1 


2 

14 
13 


6 




June 30 


By Balance . 


V 


6 


9 


6 


6 


9 


6 


6 


9 


6 


July 1 


To Balance . 


V 


6 


9 


6 
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(4) Dr. 



J. HATTHEWS. 



Or. 



1908. 
April 1 

April 19 
„ 25 

May 8 
,, 12 
„ 21 

June 2 
„ 25 

Jnly 1 


To Balance . 

To Goods . . 

» >» • • 

ToGoodfl. . 
>» »» • • 

»> >» • • 

To Goods. . 

» »» • • 

To Balance . 


V 

38 

» 

39 
40 

40 
42 

V 


4 


$, 
10 





1908. 
April 23 
« 23 

May 28 
Jane 16 

Jane 30 


By Cash . . 
n Difloonnt. 

By Cash . . 
By Gash . . 

By Balance . 


61 
63 
64 

V 


& 
4 


8. 

7 
2 


d. 
9 
3 


4 


10 





4 

3 
3 
6 


10 
14 
14 
10 



6 
6 



1 
2 


12 
2 


6 



3 
5 


14 

7 
12 

10 


6 

6 
6 



6 
4 


10 

15 
14 








6 
5 


10 
9 






5 
5 


9 
9 






5 


9 
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A B C OF BOOKKEEPING 



Dr. 



J. JAblCBS* 



Cr. (5) 



1908. 
April 1 



April 21 
„ 26 
,, 30 



To Balance . 



ToGk)ods. 



May 8 
» 17 
,, 27 



To Goods. 



June 11 
« 23 



July 1 



To Goods. 

»» >j 



To Balance 



38 



40 



41 



13 



10 



15 



15 



3 



June 80 



d. 1908. 
6 April 10 By Cash 

6 May 9ByOa8h . . 



8 May 19 By Returns 
6|June 4 „ Gash . 



By Balance 





£ 


s. 


d. 


61 


13 


4 


6 








* 


62 


10 


2 


6 




10 


2 


6 






« 


■• 


16 




2 


3 


63 


8 


5 







3 


7 


3 


V 


8 


16 


6 


8 


15 


6 
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(6) Dr. 




MAJOB GBEEN. 






Of 


• 


1908. 
April 1 


To Balance . 


V 


22 


9, 






1908. 
April25 
. 25 


By Cash . . 
„ Discount. 


62 


& 

21 


8, 

9 
11 






22 








22 














^Bm 


» 


— 








= 


=■ 


* 


April 27 


ToGooda. . 


89 


4 


10 





Blay 22 


By Gash . . 


68 


4 


10 





May 1 

:.; 

„ 14 
„ 21 


ToGoods. . 
»» >» • • 


39 

» 

»» 
40 


1 
48 

4 
2 

52 


10 
17 
11 
4 
15 

17 



6 





6 


June 26 
„ 26 


By Gash . . 
„ Discount. 


64 

9% 


51 

1 


11 

6 


1 
5 


52 


17 


6 








-BB 


» 


= 








== 


** 


sm 


Jnne 1 

„ 4 
„ 20 
„ 26 


To Goods. . 
» >j • • 
»» >» • • 
»> » • • 


40 
41 

>» 
42 


14 

12 

2 

1 


17 

10 
10 
11 


6 


6 


June 80 


By Balance . 


V 


81 
81 


9 
"9 







81 


9 











= 


=■ 


=» 








= 


■■ 


* 


July 1 


To Balance . 


V 


81 


9 
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A B C OF BOOKKEEPING 



Dr. 



THE 65th BLANKSHIBE REGIMENT. Or. (7) 



1908. 
April 1 


To Balance . 


V 


14 


8 





1908. 
April27 
„ 27 


By Cash . . 
„ Disconnt. 


62 
»» 


£ 
14 


8. 



7 


d. 

10 

2 


14 


8 





14 


8 















as 










» 


= 


May 29 
„ 80 


To Goods. . 
>» >» • • 


40 


6 
13 


5 
10 






June 11 
„ 11 


By Cash . . 
„ Disconnt. 


64 

9* 


18 


15 
19 


3 
9 


19 


15 





19 


15 













=» 


= 










» 


= 


June 9 

: 1? 

„ 18 
,. 25 
„ 28 


To Goods. . 

M »» • • 
»» >» • • 
H »» • • 

>» >♦ • • 
»» »» • • 


41 

» 
»> 

w 

42 


4 
1 
9 
18 
20 
2 


9 
10 
5 
4 

10 


6 







June 30 


By Balance . 


V 


50 


18 


6 


50 


18 


6 


50 


18 


6 










^ 


«■ 










— 


= 


July 1 


To Balance . 


V 


50 


18 


6 















(8) Dr. 



MISS MARTIN. 



Or. 



1908. 
May 28 


To Goods. . 


40 


£ 
12 


8. 

17 


d. 
9 


1908. 
May 25 


By Cash . 


63 


£ 
12 


8. 

17 


d. 
9 
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F. PAYTON. Or, (9) 



1908. 
June 29 



Jidy 1 



To Goods. 



To Balance 



42 



32 



d 1908. 
June 30 By Balance . 



10 



£ 
82 



(10) 2>r, 



0. GREAVES. 



Of, 



1908. 
Apnl 5 

June 27 

July 1 



To Goods. 
To Goods. 
To Balance 



10 



d. 1908. 
6 April 6 



June: 




By Cash . 
Balance 



30 By 



10 



Dr. 



S. PETEBS. 



Or. (11) 



1908. 
June 4 
„ 14 
« 21 


To Goods. . 

» >» • • 
» »» • • 


40 
41 


£ 
8 

4 

4 


9, 

10 

5 

10 


d 


6 



1908. 
June 30 


ByOash . . 


64 


£ 
12 


5 


d. 
6 


12 


5 


6 


12 


5 


6 
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A B C OF BOOKKEEPING 



(12) Df, 



F. HOPKINS. 



O. 



1908. 
May 11 
, 16 



To Goods. 



40 



15 



15 



15 



1908. 
4l[ay 19 



By Gash 



68 



15 



15 



15 



Vt. 



W. mOGINS. 



Of, (13) 



1908. 
May 19 

June 8 



To Goods. 
To Goods. 



17 



1908. 
ebfay 80 By Cash . . 

6|jiinel9ByOash . . 



63 
64 



17 
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(21) 



1908. 


n 


5 


If 


6 


ri 


9 


1) 


10 


J* 


13 


fi 


16 


7* 


17 


1* 


20 


>* 


2a 


ij 


24 


1? 


25 


1* 


28 


*i 


30 


May 


1 


'♦ 


4 


». 


8 


ji 


9 


*i 


14 


11 


18 



Willow Welders, Ltd., 

1 groea match b&llB at 458. per do2. < 
Shaw, Cleave & Co., 

3 doz. pftiiB pada at 7^^ tid, per pair « 
Melvillaf Btoa., 

1 grosB temuA baUa at 8«, per doz. * 
Cammidg^ A Co., 

100 Goptoa club ralea, as per copy 

ffnpplied * , . 

Sharp & Sane, 

I dox, g&rden aoats, assorted . . « 
Engfield Cycle Co., Ltd., 

^ dcK. oyolea aasoried grades * » . 
Less 25 per pent, ..».«, 

Sparklet Motor Cycle Co,, Ltd., 
a ZDOtor oycles £120 ...... 

L^flB 30 per cent, . . , . ^ . 

North End OlotbierB, Ltd., 

1 gross cape at S«t. €^. p«r dot, . . 
Parkbnrat & SonB^ 

1 grasB roller ..,,,... 
The Sunlight Vamiah Co., Ltd., 

\ groaa tine weod killer at 18^. doz. , 
Shaw, Cleave & Co., 

1 do2. raokets at 5i}» 6^» each . , . 
Cammidge h Co., 

2 Bpecial golf club oases 

Eogtield Cycle Co., Ltd., 

6 cycle stands 

North End ClothieiB, Ltd., 

\ groBB boots assorted stzos At 8». . 
The 8niilight Vamish Co., Ltd.. 

12lbe. white lead at 3(?. per lb. . . 
Willow Welders, Iitd*, 

1 doz. A.A. bat» at 10p» Gd. each , . 
Melrille, Bros., 

1 doz. ^If olabs, assorted .. . . . 
Sharp ^ Sons, 

3 jpolls tarred netting 

The Page Fittings, Ltd, 

New show case for window . , , , 
Parkhurst k Hons, 
300 Teet garden hoe« at 4d. pc^r foot , 

Carried forward . . . . 





t 


t. 


d. 


£ 


>. 


d. 


1 








27 








3 








13 


10 





9 








4 


IG 





2 










12 





4 








5 


10 





6 
7 


m 
15 










45 
84 











120 






1 





8 








5 


2 





S 






' 


5 








10 






) 


5 


s 





a 








3 


6 





2 








3 


10 





6 






1 


1 


10 





6 






ll 
28 


16 





10 






1 


3 





1 








8 


6 





9 








7 


10 





4 








8 








11 






' : 5 


10 





5 
22 








.1 








265 


9 
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A B C OF BOOKKEEPING 
BOUGHT BOOK, Continued. 



1908. 
May 21 


>» 


26 


w 


28 


>» 


80 


» 


31 


June 


1 


» 


2 


»» 


4 


»» 


6 



7 
8 
11 
14 
15 
18 
21 
22 
25 
28 
30 



Brought forward . . . 
The Sunlight Varnish CJo., Ltd., 

12 tms vandsh at Is. 6d. per tin . . 
The Page Fittings, Ltd., 

Bepairs to oonnter 

Engfield Cycle Co., Ltd., 

\ gross repairs outfits at Is. each . . 
Parkhurst & Sons, 

\ doz. pairs motor goggles at Is. 6a. 

per pair 

Sharp & Sons, 

3 rolls wire netting 

Korth End Clothiers, Ltd., 

Badges to order 

Cammidge & Co., 

\ gross scoring books at Is. 6(f . each . 
Shaw, Cleave & Co., .« «, 

1 doz. pairs hatting gloyes, at 3s. 9a. 

per pair 

Melville Bros., ^ 

\ doz. sets bowls (assorted) at £48 

per doz. sets 

Willow Welders, Ltd., 

\ doz. Sandow exercisers at 8s. each 
The Page Fittings, Ltd., 

Iseteachhangingsfor window casings 
Willow Welders, Ltd., 

1 doz. best match bats at 16s. 6(2. each 

Martin Bros., .^ ^. 

Odd baulks timber as per specifications 

Sharp & Sons, 

10 gross screws at IJd. per doz., . . 
North End Clothiers, Ltd., 

\ doz. roecial caps at Is. 2(1. each . 
Melville, Bros., 

1 gross golf balls at 10s. 6<J. per doz. 
The Sunlight Varnish Co., Ltd., 

Painters' sundries 

Shaw, Cleave & Co., 

1 doz. hockey dubs, assorted . . . 
Cammidge & Co., 

20 rolls tickets to order 

Parkhurst & Sons, 

\ doz. sets garden tools at £2 2s. 
per set 



£ 



s.d. 



11 



11 



10 



Pll 
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a2) 



PURCHASE BBTURNS BOOK. 



1908. 
AprU 16 

„ 26 

May 28 

Jane 30 



Willow Welders, Ltd., 

1 doz. matdi balls at 458. 
Sharp & Sons, 

1 garden seat .... 
Sunfight YamiBh Co., 

2 tins of yamish at 1«. 6(2. 
Martin B10S.9 

Timber nnsnitable . . 



1 

4 

10 

12 

pll 



BOUGHT LEDGIB. 



Balances, Ut April, 1908. 

1 Willow Welders, Ltd 

2 Oammidge & Go. 

3 Shaw, OleaTe & Go 

4 Sharp & Sons 

5 Parldinrst 



25 



10 

15 





5 

10 



Balances, ^(Hh June, 1908. 

1 Willow Welders, Ltd. 

2 Oammidge & Co. 

3 Shaw, Cleave & Co. 

4 Sharp & Sons 

5 Parkhnrst 

6 Enfield Cycle Co 

8 North End Clothiers 

9 Melville Bros 

10 Sunlight Varnish Co 

11 The Page Fittings Co 



12 

6 

7 

12 
3 
3 

30 
2 



80 
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B C OF BOOKKEEPING 
WILLOW WELDERS, Ltd. 



Of. (I) 



1908. 
April 2 
»> 2 


To Cash . , 
„ Discount. 


61 


5 
5 


4 

5 

10 


6 
6 




1908. 
April 1 


By Balance . 


V 


5 


10 





5 


10 





April 6 
May 8 

n 8 


ToBeturns . 
„ Caeh. . 
„ DiBoount. 


12 
62 

>9 


2 
23 

1 


5 

10 
4 



3 
9 


April 2 


ByGk>ods . 


21 


27 








27 








27 








June 14 
„ 14 


To Gash . . 
„ Discount. 


64 


5 


18 
7 


9 
3 


May 4 


By GKmkU . 


21 


6 
6 


6 
6 






6 


6 





June 30 


To Balance . 


V 


12 
12 


6 
6 






June 7 
„ 11 


By Goods . 


22 


2 
9 


8 
18 






12 


6 











= 


« 










mmmm 


— 


=• 














July 1 


By Balance . 


V 


12 


6 






IV. 






OAMMIDGB & CO. 




Cf. 


(2) 


1908. 
Aprill9 
. 19 

May 3 

„ 3 

June 30 


To Cash . . 
„ Discount. 

To Cash . . 
„ Discount. 

To Balance . 


61 

62 

» 


4 


10 
4 


3 
9 


1908. 
April 1 

April 9 
„ 25 

June 2 
« 28 

July 1 


By Balance . 

By Goods . 

»> »» 

By Goods 
By Balance . 


V 

21 
t» 

22 


4 


15 


<2. 




4 
3 


15 

18 
4 








4 
3 


15 

12 
10 








4 


2 





4 

5 

1 


2 

8 

7 





6 


6 


15 


6 


6 


15 


6 


6 
6 


15 
15 


6 
6 
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SHAW, CLBAVB & 00. Or. (8) 



1908. 
AprillO 
H 10 

May 22 
„ 22 

June 30 


ToOash . . 
M Bisoonnt. 

ToOash . . 
n DiBoonnt. 

To Balance . 


61 

n 

63 

V 


5 

6 

15 


9, 

14 

6 



18 
17 


d 






3 
9 


1908. 
April 1 

April 5 

n 24 

June 4 
« 25 

July 1 


By Balance . 
By Goods 

ft n 

By Goods . 
By Balance . 


V 

21 

» 

22 
V 


6 





6 6 

1310 
3 6 








16 

7 


16 
5 






16 


16 





2 
5 


5 







7 


5 





7 


5 











7 


5 






Dr. 






SHABP & SONS. 




Or. 


W 


1908. 
April 24 
. 24 

April26 
May 24 

n 24 

June 28 
n 28 

June 30 


ToOash . . 
,, Discount. 

ToBetums . 
n Oash . . 
», Discount. 

ToOash . . 
„ Discount. 

To Balance . 


61 
» 

12 
63 

» 

64 

99 

V 


2 
3 

4 


$, 

17 

3 



15 

10 

4 


d, 






3 
9 


1908. 
April 1 

AprUlO 
May 9 

n 31 

June 15 
July 1 


By Balance . 
By Gk>ods . 

By Goods . 

»» i» • 

By Gtoods . 
By Balance . 


V 
21 

21 
22 

22 
V 


3 
3 


s, 





d. 





5 


10 





5 


10 





5 


10 





14 


14 
15 


6 
6 


8 
7 



10 






15 


10 





15 


10 





— 


15 







15 







15 
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A B C OF BOOKKEEPING 
PARKHURST & SONS. 



Ct, (5; 



1908. 
AprilSO 
„ 30 


To Cash . . 
„ Discount. 


61 


6 


8. 

2 
3 






1908. 
April 1 


By Balance . 


V 


£ 
6 


9. 

5 





6 


5 





6 


5 











== 


a 


«• 










*= 


- 


May 25 
. 25 


To Cash . . 
„ Discount. 


63 


4 


17 
2 


6 
6 


April20 By Goods 


21 


5 








5 








5 














=5 


a* 


as 








=* 


«» 


* 


June 25 
. 25 


To Gash . . 
„ Discount. 


64 


5 


6 
2 


3 
9 


May 18 
. 30 


By Goods . 


21 
22 


5 



9 






5 


9 





5 


9 





June 30 


To Balance . 


V 


12 


12 





June 30 


By Goods . 


22 


12 


12 











= 




= 










* 


=* 














July 1 


By Balance . 


V 


12 


12 






Dr. 


THE ENFIELD CYCLE CO., LTD. 




Or, 


(6) 


1908. 






£ 


8. 


d. 


1908. 






£ 


8. 


d. 


May 29 


To Cash . . 


63 


25 








Aprill3 


By Goods. . 


21 


45 








June 22 


n n * * 


64 


20 








„ 28 


w » • • 


y» 


1 


10 





„ 22 


„ Discount. 


» 


1 


10 





May 28 


>» >» • • 


22 


3 


12 





„ 30 


„ Balance . 


V 


3 


12 























50 


2 











50 


2 











— » 


« 


= 












a 














July 1 


By Balance . 


V 


3 


12 






Dr. 


THE SPARKLET MOTOR CO., LTD. 




Or, 


(7) 


1908. 
May 17 
June 15 

„ 15 


To Cash . . 

»> » • • 
„ Discount. 


63 
64 

ft 


£ 
20 
60 
4 


8, 






d. 









1908. 
AprUlO 


By Goods. . 


21 


£ 
84 


8. 



d. 



84 





84 
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Dr. 



THE NOBTH END CLOTHIERS, Ltd. Or. (8) 



1908. 
May 10 
June 7 

„ 7 


To Cash . . 
„ Disoomit. 


62 
63 


5 
27 

1 


9, 
2 

7 
8 



3 
9 


1908. 
Apriin 
„ 30 


By Goods . 

»» » 


21 


B 
5 
28 

33 


9. 

2 

16 

18 


d. 






83 


18 











=* 


» 












a> 


» 


June 30 


To Balance . 


V 


3 


10 





June 1 
„ 18 


By Goods 

» »> 


22 

n 


8 


3 

7 






3 


10 





3 


10 

















July 1 


By Balance . 


V 


3 


10 






Dr. 



MELVILLE BROTHEBS. 



Or. (9) 



June 20 

u 20 



1908. 
May 15 



To Cash 



„ 15 „ Account . 



To Cash 
Discount . 



June 30 



To Balance . 



62 


4 


11 
4 


3 

9 


1908. 
April 6 


4 


16 







=* 




» 




64 

»> 


7 


2 

7 


6 
6 


Bfay 8 




7 


10 









= 


» 


— 




V 


30 


6 





June 6 
„ 21 




30 


6 





July 1 



By Goods 



By Goods 



By Goods 



By Balance . 



21 



21 



22 



24 
6 

30 



30 
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A B C OF BOOKKEEPING 
THE SUNLIGHT VABNISH CO. 



Or. (10) 



1908. 
May 



80 To 



SO 



May 

June 19 



28 To 



Cash . 
M Discount. 



Returns . 
„ Gash . . 



June 80 To Balance 



63 



B 



d, 1908. 
6i 
6 



6 April28 By Qooda . 



May 1 

, 21 





6 June 22 
July 1 



By Goods . 

f> 99 



By Goods 
By Balance . 



21 



21 



Dr. 


THE PAGE FITTINGS (X)., LTD. 


Or. (11) 


1908. 
June 27 
„ 27 


To Cash 
„ Discount. 


64 

99 


£ 
6 


8. 

17 
7 


d. 
9 
3 


1908. 
May 14 

„ 26 


By Goods 

»» »> 


21 
22 


£ 
5 
1 


8. 

10 
15 


d. 




7 


5 





7 


5 





June 30 


To Balance . 


V 




17 


6 


June 8 
July 1 


By Goods 
By Balance . 


22 
V 


— 


17 
17 


6 
6 



Dr. 



MABTIN BROTHERS. 



Or. (12) 



1908. 
June 20 
„ 21 


To Returns . 
^ Cash . 


12 
64 


£ 
1 

7 


8. 


19 


d. 

6 


1908. 
June 14 


By Goods . 


22 


£ 
8 


8. 

19 


d. 
6 


8 


19 


6 


8 


19 


6 
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(24) 



JOUBNAL, 190a 



Br. 



Or. 



l8t April. 

Suspense Aoooont 

BentAooount: fire insurance . . 

To Bent Aocoont : rent. . . . 

r, Trade Expenses : gas . . . 
( Being sundry outstandings written hack.^ 



30th June.- 

Rent Acoonnt : rent . . 
Trade Expenses : gas 



To Bent Aoeoiint : fire insurance 
M }t I rates . . . 

„ Suspense Aooount .... 
(Being sundry outstandings at this date.) 



Trading Aooount " . . 
To Purchases Aooount 



Sales Aooount . . . . 
To Trading Account . 



Trading Aooount 

To Profit and Loss Account 



Profit and Loss Account . . 
To Bent, etc., Account . . 
„ Wages Account . . . 
„ Advertising Account . 
„ Trade Expenses Account 
„ Discounts . .^ . . . 



Discounts Account . . . . 
To Profit and Loss Account 



Profit and Loss Account . . 
To Current Account . . . 
(Being closing entries,) 





£ 


s. 


d. 


£ 


8, 


d. 


2 


29 














5 


1 














5 








25 








6 








5 








5 


25 














9 


2 


10 











5 








4 








5 








6 


15 





2 








16 


15 





4 


366 


12 











11 








366 


12 





10 


744 


16 











4 








744 


16 





4 


247 


19 


1 








13 








247 


19 


1 


13 


133 


1 


7 








5 








34 








7 








71 


10 





8 








4 


15 





9 








17 


17 


6 


12 








4 


19 


1 


12 


18 


5 


3 








13 








13 


5 


3 


13 


128 


2 


9 








3 








128 


2 


9 




1691 


6 


8 


1691 


6 


8 



^ The Trial Balance is taken out before this, and the subsequent entries 
are made. 
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A B C OF BOOKKEEPING 



.^QOO CO 


«,,: 


.00 


1^ 
1^ 


«^,-l ,-1 


cis s 


1 


^. o« 




^ 00 




* 1-1 




« s« 




.s . 


• 


6) 




'1 ■ 


• 


T3 










. 




kon 
tors, 

iHaii 


111^- 


*^4S 


od ^ 




-•« g- a II 


-t^ CO 


t^ 




c^o .0^ 


CO 




^e 00 




0© 




* 11 




^ as 




• I- • 


LiabUities. 
kpital Account . . 
editors— 

As per Bought Led 
Suspense Account . 

irrent Account . . 


66 6 


iH "^N CO 


» 



i 



^ 



»r3 
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j^ojL 



c«^ 



^ 






I 

QQ 

I 
I 



Qi Q. 

-■5^ 






QQ 



00 v-* 



6 



D 



I 

(4 



,.^ <N 



q|rH ^ 



11 ' ft 






J 



It 

iis-8 
d 



I 



I 



1 ff « 


ff 


1908. 
April 1 
Jiine30 

July 1 


^*<->ooo«^ 




^©OOOOW 


CO 


eg ^ b 


5S 


S t^S «s> 



' * * * I 

9 s :: s £'3 
^ :i s s c :i 



55S5a»8i 
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O 
O 



I 






ABC OF BOOKKEEPING 



^ I 






Ti 
k 



1908. 
June 30 


^»* 


^ ^ H 


A 


35010 
36612 




"^ 


1 

r 


io 


>l 


K 


> 



'«3 

I 



^ R S 



J 



I 



^ 









i 



M 

Q 
<1 



g 



I 



<^ 



ooudo 



'I.' 



ri 



02 



•s 



^2 






. oo»oooo 



«rt 



ss . »s^ 



i 




• • 


1 




•4J 
3 




s 
si 



^ 






;3 1 



S II 
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nio 



£ 



s 

QQ 



i| 



^eg&eaeBi5S5<fl5g5!a6fta55 



__Z Ei ES yH ^ 11 tH I T-i 



^ o e« 



gR:rR85SsgRR5RSgftSRr ^ 



I 



I 



^ 


:: 


t; r :: s s r R 


s 


r 


RTRrssfr 


il. r s s s s t ^l^ . . _ , J. . .| . 



1 
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A B C OF BOOKKEEPING 






O 



I 

1 

I 



g 






.0000000000000 



c« 



aOiOi6oU3*CiQiQUdU»tf3iCUd 



::$ ^ 



S ^ 






^ s •^ 



Sll 



^S5a&&555ft65S5 |ft || 



Sll 
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I4S 



» fH 'II 



<4) I 



^ 



1 



I 



PCI 






■?ST 






QX 



^ 



ij 



<5 






^0^ 






I 



2 S 



^U<5i6aAift6 



^S '^ '^ " 



rS! 




Jf 



^T 



sT 





g R R R R R 


fH 


g R R R R R 
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A B C OF BOOKKEEPING 



6 



8 



i 



P^* <N X Ud 


CO 


oo-2&« 


<±> 1 


c«SS§| 


Si 


S3SS 






*i 








;| 








►» 








•s 








:i. 








«D 








. OS 








.8" 




^ 


1 




Q 






>> 






m 


R R r 




.§5= 


ss 




o-'g > 


•.s 




-^ 


^^ 




^«* 


«l 


J^S 


« J 




g 


L 


sss 






H; 








•4^ 








g 








i 






^< 








) 




11 






P^p 






^ 


R 




„.s§ 


> 




11 


R 




^ 







c« 



I bo 






00 

^5 



^<5><& <& 



«::<=><=> w^! 



c« 



•a 



.1 



g .. 



mi 



sn 



g 



l| 
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H7 



^11 



00 II 

-^1 



I I 

^ t R R 



, OS OO CQ 



■^a*^«» l ^l 






ea 



SSSg 



3 I 

I. 8 tsJ 

3 ^ 



I I 

g R S R 






6 



m 



I 



-^ — 3515- 






f^i 



^ 



Si 



a&aesr^ 



OOiOt^Od 



sp*e:' 



K a ' 



^ 



1 
I 



I; 



pi: 



® s 



«l^ 



rf^ 



r 
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R R R R 
R R R R 



1 

I 
I 



o 

.a 



1 



S: 



1 






§1 



Si 

I 



Digitized 



by Google 



14S 



A B C OF BOOKKEEPING 



TRIAL BALAKOE. 



Br, 



Or. 



3 

4 

5 

7 

8 

9 

10 

11 

12 

c64 

n 

S.L 
B.L. 



Gftpital Aeoount 

SoBpeiue Acoonnt 

Onirent Aooonnt 

Tradii^ Aooonnt (Stook on 1/4/08} 
Bent, Bates, Taxes, and Insurance 

Wages Aooonnt 

Advertising Aooonnt 

Trade Expenses Aooonnt . . . . 

Sales Aooonnt 

Purchases Aooonnt 

Disoonnts Aooonnt 

Cash at Bank 

„ in Hand 

Sundry Debtors , 

Sundry Creditors , 



Stock on hand on 



valued at 



20 
350 
34 
71 
4 
17 



4 
214 

7 
163 



1255 



220 



10 



£ 

400 



1615 



744 
13 

80 



1255 



10 



^ The Trial Balance is of course not a Ledger Aooonnt. It is usually 
copied into the Journal as a permanent record of the position of afiiEurs on 
the stated date. 
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§5 



PQ 



^ OJ'** 


^ 


*? 


^»oco 


•i** 


^*l 




a 




1 


'e 


0>t> 




• 


om 




CA 








-di 






«« 


,iO <3. 


CO 

1-1 


«, 


««1 ^ 




i| 


^ «oo 


<MOi 


s* 




-0- ^3 


»HC^ 


«o 




c« ss 




2^ 





<< g ^1 g 



3.1 E"! 1^ 



■■tl 

8452 



&> 



I 



3^S 



O 






^ ^ 



I 



.a 
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APPENDIX A 



EXERCISES. 



EXERCISE I. 

On the Ist October, 1908, H. Jones started business as an Auctioneer 
and Valuer, with a Capital of £1,000, which he paid into the Bank. 

In the course of the ensuing quarter the following transactions 
occur:— <A11 payments made by cheque, and monies received paid 
into the Bank the same day.) 

£ 8. d, 

Oct. 1 Paid for Fixtures and Furniture 250 

„ 6 „ Salaries 900 

„ 13 „ „ 12 10 

„ 20 „ „ 12 10 

„ 27 „ „ 12 10 

„ 31 Beceiyed from Smith & Co. account for Stationery 

supplied 10 10 

„ 31 Paid Petty Cash Payments for October ... 729 

Nov. 3 Paid Salaries 12 10 

„ 8 Forwarded account to R. Herbert, Fees for 

Valuation 347 10 

„ 10 Paid Salaries 12 10 

„ 17 ,. „ 12 10 

„ 19 Received from R. Herbert, on account .... 225 

„ 24 Paid Salaries 12 10 

„ 30 Received Smith & Co.'s account for Stationery 

supplied 800 

„ 30 Paid Petty Cash Payments for November ... 8 17 5 

Dec. 1 Paid Salaries 12 10 

„ 8 „ „ 12 10 

„ 10 Forwarded account to J. McArthur & Co., 

Commission earned 17 5 9 
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£ $. d, 

Dec. 15 Paid Salaries 12 10 

„ 22 „ „ 12 10 

,, 25 One ooarter's rent of Office became due this day 

to H. Johnson 75 

,, 29 Paid Salaries 12 10 

,, 31 Paid Petty Cash Payments for December ... 15 17 6 

„ 31 Proportion of Salaries dne to date 3 10 

Write up Cash Book and Journal, recording the above transactions, 

Sost the same to Ledger, and take out Tnal Balance as at 31st 
December, 1908. 

EXERCISE n. 

Taking the Trial Balance prepared from Exercise I., make the 
necessary closing entries in the Journal, close the Ledger, prepare 
Profit and Loss Account for the three months, and Balance Sheet as 
at 3l8t December, 1908. 

EXERCISE III. 

Taking the position of the affidrs of H. Jones on the 31st December, 
1908, as shown in Exercise 11.^ write up the following transactions 
in Jones's books for the month of January, 1909, and prepare Trial 
Balance to 31st January, 1909 : — 

£ 8. d, 

Jan. 1 Received Rents collected re Webb's Estate . . 48 

„ 1 Drew cheque for Petty Cash * 20 

,, 2 Rendered A/c to Empire Insurance Co. for Com- 
mission due 25 

„ 3 Received Rents collected re Smith's Estate . . 29 

„ 3 Remitted Rents collected re Webb's Estate . . 45 12 

Deducting commission on collection . . 2 8 
„ 4 Forwarded A/c to Miss Bertram, being fee for 

valuation 550 

„ 5 Paid Salaries 12 10 

„ 6 Received from Gen. Powell, being deposit on sale 

of property of J. Roberts 500 

„ 6 Char^^ed J. Roberts Commission on aforesaid sale 200 
„ 8 Received from Sundry Persons in respect of 

Auction Sale No. 1, held this day .... 172 16 
„ 8 Received in respect of Rents collected re Smith's 

Estate 37 10 

,, 9 Paid H. Johnson rent due 25th December last . 75 
,, 9 Commission earned in respect of Auction Sale 

No. 1 42 7 10 

„ 9 Received from Sundry Persons, being balance of 

purchase money re Auction Sale No. 1 . . . 146 6 10 

, , 11 Forwarded to White & Co. A/c for valuation . . 7 7 
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£ %. d. 

Jan. 12 Paid Salaries 12 10 

„ 12 Paid to sundry vendors in respect of Auction 

Sale No. 1 102 6 

,, 12 Beceiyed from Empire Insurance Co 25 

,^ 14 Paid sundry vendors in respect of Auction Sale 

N0.I 174 9 

,, 16 Received from Miss Bertram 5 5 

^, 17 Forwarded remittance re Smith's Estate ... 61 2 

Being rents collected less commission . . 3 6 6 

Disbursements 216 

„ 19 Paid Salaries 12 10 

„ 26 do. do 12 10 

„ 28 Received from White & Co 7 7 

„ 29 Drew Cheque for Petty Cash 20 

„ 31 Paid Smith & Co. their A/c of £18 10«., less 

discount £1 Vis. 
„ 31 Beceived from sundry persons on account of 

Auction Sale No. 2 267 12 6 

,, 31 Charged Commission in respect of Auction Sale 

No. 2 13 7 8 

, , 31 Charged for expenses in respect of Auction Sale 

No. 2 13 16 1 

,, 31 Summary of Petty Cash Expenses for the month 
showed payments as follows : — 

On account of clients 16 4 

„ business expenses ... 20 15 9 
,y 31 The outstanding Liabilities on this date were as 
follows : — 

Salaries 900 

Business expenses 14 1 10 

Rent 20 

,, 31 Write off Depreciation of Fixtures and Furniture 1 11 3 

EXERCISE IV. 
Taking the Trial Balance referred to in Exercise III.^ prepare 
closing Journal entries, close the Ledger, and take out the Balance 
Sheet of H. Jones, as on the 31st January, 1909. 

EXERCISE V. 
On 1st January^ 1908, Henry Jones^ tea and coffee merchant, is 
possessed of — 

Freehold Premises £500 

Furniture, etc 200 

Stock, Tea ^ 1,200 

„ Coffee 800 

Bills Receivable 3,000 
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Sundry Debtors — 

HiU £^00 

Brown 100 

Benson 150 

Street 250 

Gray 50 

750 

Cash at Bank 200 

His liabilities are — 

Bills Payable 1,500 

Sundry Creditors — 

Payne £240 

Lyons 100 

340 

William Smith joins him in partnership, bringing in £4,000, of 

which £1,000 is premium payable to Jones, but to remain in the 
business. All cash received is banked daily, and all payments are 
made by cheque. 

The following transactions occur :— 

Jan. 1 Sold Brown coffee value £100 

,, 2 Drew on Benson for 150 

„ 3 Paid BiU Payable 300 

„ 5 Sold Street tea value 200 

, , 6 Bought tea from Payne value 360 

„ 7 Sold Hill tea value 500 

„ 8 Keceived from Gray 49 

„ 8 Allowed him discount 1 

„ 10 Paid Payne 284 

„ 10 He allowed discount 6 

,, 10 Paid General Expenses 10 

„ 12 Paid Bill Payable 500 

„ 13 Sold Gray coffee value 200 

„ 14 Retired Bill Payable for 700 

,, 14 Deducted as discount 10 

„ 15 Bought from Lyons coffee value 800 

„ 17 Accepted Bill drawn by Lyons for 900 

^, 19 Sold Benson tea value 500 

„ 20 Sold Gray coffee value 300 

„ 21 Received from Hill 682 

„ 21 Allowed him discount 18 

,, 22 Bill Receivable collected for 750 

„ 22 Bill Receivable accepted by Brown, dishonoured 200 

„ 23 Bought tea from Payne 500 

,, 24 Paid General Expenses 15 

,, 27 Brown accepted Bill for (including interest £10) 410 

„ 27 Sold HiU coffee value 400 

„ 27 Allowed Gray for short weight 15 
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Jan. 28 Paid Payne £838 

^y 28 He allowed discount 22 

„ 28 Purchased coffee from Lyons 400 

„ 29 Received from Street 260 

„ 29 Bill Receiyable paid 1,000 

„ 30 Sold Street tea value 600 

,, 31 General Expenses outstanding 80 

„ 31 Stock of Tea valued at 760 

,, 31 Stock of Coffee valued at 1,000 

„ 31 Reserve for Doubtful Debts 200 

„ 31 Provide for depreciation of Furniture at 12% 

per annum. 
,^ 31 Allow interest on Partners' Capital at 6% per 
annum. 
You are required to 

(a) Make the necessary entries to open the books on January Ist, 
1908. 

(6) Write up Sales Book, Bought Book, Cash Book, Bills 
B«ceivable Book, Bills Payable Book^ and Journal. 

(c) Post the Ledger Accounts and take out Trial Balance on 
January 31st, 1908. 

((2) Close the Ledger and prepare Balance Sheet, and Trading and 
Plrofit and Loss Accounts. 



EXERCISE VI. 

On the 1st July, 1908, Smith and Jones each pay into £ a. d, 
the London and F^vincial Bank the sum of .... 2^500 
The following purchases are made for shipment : — 

From Manchester Spinning Co. . . £1^667 18 

„ W. Jackson & Co 721 14 

„ Oldham Printing Works . . 2,163 7 9 

„ R. Simpson 1,876 16 2 

„ Williams & Son 1,106 10 7 

7,435 5 6 

Smith went to India with these goods on 4th July, 

taking with him, from Bank, the sum of 2,000 

Jones remained in England to keep the books, etc. 
The subsequent transactions, to be recorded by Jones, 
are as follows : — 
July 7 Accepted Bills drawn by Manchester 

Spinning Co. at 2 months . . £783 19 

At 4 months 783 19 

1,567 18 
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July 9 Paid Oldham Printing Works, £, %. d. £ s. d. 

Cheque for 975 

They allowed discount . . » 25 

1,000 

„ 19 Accepted Bill drawn by R. Simpson, 

at 3 months 1,875 15 2 

M 31 Drew Cheque for Office Expenses 18 6 8 

Aug. 1 Paid W. Jackson & Co., cheque f or . . . . 721 14 
„ 8 Accepted Bill drawn by Oldham Printing 

Works, at 4 months 1,163 7 9 

„ 17 Paid Williams & Son, cheque for 500 

„ 31 Drew cheque for Office Expenses 16 2 11 

Sept. 1 Accepted Williams & Son's Bill at 1 month for 606 10 7 
„ 8 Received, and paid into Bank, remittance from 

Smith for 2,000 

„ 10 Bill due this day, paid \ssf Bank 7^3 19 

„ 30 Drew cheque for Office Eiroenses 12 1 8 

Oct. 4 Bill due this day, paid by Bank 606 10 7 

„ 15 Received, and paid into Bank, remittance from 

Smith for 2,000 

„ 22 Bill due this day, naid bv Bank 1,875 15 2 

„ 31 Drew cheque for Office Expenses 10 1 4 

Nov. 10 Bill due this day, paid by Bank 783 19 

„ 15 Received, and paid into Bank, remittance from 

Smith for 2,000 

„ 20 Paid this day, per Bank, due 11th Dec. 

£1,160 
Discount on same .... 379 

1,163 7 9 

,, 30 Drew cheque for Office Expenses 16 2 11 

Dec. 7 Smith returned this day, having sold the whole 
of his shipment and received pa3rment for 
the same. 
While away he had made the following pay- 
ments out of the monies in his hands : — 

£ «. d. 

Freight, etc 768 10 

Traveling Expenses . . . 127 2 8 

Commission 96 1 2 

Sundry Expenses .... 47 1 2 
and now paid the balance remaining in his 
hands into the London & Provincisd Bank. 
This balance (including the £2,000 withdrawn 
on the 4th July) amounted to 4,617 9 7 

Prepare the necessaiy accounts, and show the amount due to each 
Partner — ^profits being oivided equally. 
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EXERCISE VII. 

On 1st January, 1909^ M. Self had Cash in Hand, £125 ; at Bank 
£875 ; Goods (cost price) £1^250 ; R. Spring owed him £150, he owed 
Summer & Co. £320. 

His transactions during the month were as follows ;— 

£ «. d. 

Jan. 6 Sold V. Winter, Goods value 67 10 

„ 6 Bought of Summer & Co., Goods 240 

„ 6 Received from R. Spring, Cash . . £144 
Having allowed him as discount 6 

160 

„ 9 Sold L. May, Goods 75 

„ 9 Paid into Bank, Cash 20000 

„ 11 Sold R. Spring, Goods 84 

„ 11 Paid Summer & Co., by Cheque . £304 

Having been allowed as discount 16 

320 

„ 14 R Spring paid into Bank 64 

„ 16 Sold L. May, Goods 97 10 

„ 16 Received from V. Winter, Cash 50 

„ 18 Sold Goods for Cheque and sent it to Bank . . 108 
„ 18 Received from L. May, Cash . . £115 

Having allowed him as discount 5 

120 

„ 24 Bought Goods and paid by Cheque £100 

In Cash . 65 

165 

„ 28 y. Winter, being insolvent^ paid for his debt a 

dividend of 128. in the £ 10 10 

„ 31 Sold Goods for Cash during the month ... 187 10 

„ 31 Sent to Bank, Cash 30000 

„ 31 Paid Rent of Warehouse, by Cheque .... 45 

„ 31 Paid Trade Expenses for the month in Cash 15 15 

„ 31 He has Goods unsold valued at 1,125 

Write up the Cash Book, Bought Book^ Sold Book^ Journal, 
and Ledger. Extract the Trial BaGmce on 31st January and close 
the books* 



EXERCISE VIII. 

The following is a Trial Balance of the books of A. L. <& Co.^ as 
at 31st March, 1908. The Partners are A. L. and G. M., having 
respectively I and \ shares of profits, subject to a charge of 5% for 
Interest on Partners' Capital. 



Digitized 



by Google 



158 



APPENDIX A 



Trial Balance, 



Stock,lBt April, 1907 
PurchaseB for year 
Wages . . . 
Saliuies . . . 
Sundiy Debtors 
Sales for year • 
Rent .... 
Gash Purchases 
Discounts • • 
General Expenses 
Sundry Creditors 
Bills Receivable 
Bank. . . . 



Bills payable . 
Cash in Hand . 
A. L., Capital Account 
G. M., „ „ 



£ s. 

5»200 

27,000 

2,000 

1,600 

10,450 



800 
960 
800 
860 



d. 













3,070 
2,160 

10 



37,800 



4,080 



6,000 

6,000 
2,000 



£64,880 £64,880 



The Stock-on-Hand at close of year is £4,600. Provide £600 
against Bad Debts, and £200 for General Expenses owing, and draw 
up (1) Trading Account^ (2) Profit and Loss Account, (3) Balance 
Sheet, (4) Partners' Capital Accounts. 



EXEECISE IX. 

J. Brown, trading alone, draws out a Trial Balance, as follows, on 
the 31st December, 1908 :— 
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Trvd Balance, 



J. Brown, Capital Aocoant .... £4,807 

„ Drawings Account . . . £1,041 

Fixtures and Fittings 35 

Wages 450 

Bills Receivable 48 

Reserve for Bad Debts 619 

Trade Expenses 61 

Stock-on-Hand, 31st Dec. 1908 . . . 1,030 

Rent 135 

Interest on Capital 117 

Reserve for Discounts 42 

Sundry Debtors 2,735 

„ Creditors 1,148 

Cash 2,891 

Fire Insurance 8 

Interest and Discount 200 

Gross Profit 2,147 

Depreciation 12 

£8,763 £8,763 

Prepare Profit and Loss Account and Balance Sheet. 



EXERCISE X. 

On 1st July, 1908, the position of James and Richard West was 
as disclosed by the following Balance Sheet : — 

Balcmce Sheet as at Ist July, 1908. 



LlABILITIBS. 

Sundry Creditors . . 

Capitad Accounts . . 
James West. £5,000 
Richard West £5,000 



£500 



10,000 



£10,500 



Assets. 




Plant and Machinery . 


£3,500 


Loose Plant and Tools . 


1,000 


Stock on hand. . . . 


1,740 


Sundry Debtors . . . 
Bills Receivable . . . 


3,000 
250 


Cash in hand .... 


10 


Cash at Bank .... 


1,000 



£10,500 
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Debtors, 
A. Mortar .... 

G. Stone 

F. Haynes .... 

Western Brick Co.^ Ltd. 
H. Muddleton . . . 



Details. 

Sundry Creditors, 

£690 Welsh Coal Co. . 

725 Staflfe „ . . 

420 S. Timmins . . . 

340 Legal Expenses . . 

580 Bent due midsummer. 

245 Bates 



£3,000 



£90 
100 
120 

32 
100 

50 
8 

£500 



BiUs BeceivdbU. 

W. Smithson £150 

T. Tomkins 100 

£250 



£ 
150 



40 



Their transactions during July were— 

1908. 
July 1 Beoeived Cash on account from A. Mortar . . 
„ 1 Sold 18,000 best Bricks to H. Muddleton at 18/6 

per 1,000. 
„ 2 Paid Welsh Coal Co.'s account by cheque (no dis- 
count allowed). 
y, 2 Bought of S. Timmins various small stores • • 
„ 2 J. & B. West drew £10 each. 
„ 3 Sold 20^000 Seconds Bricks to F. Haynes at 12/6 
,, 3 H. Muddleton returned 500 bricks wrong quality, 

sent in error. 
„ 4 Bought 100 tons Steam Coal from the Welsh 

Coal Co. at 13/3 per ton. 

„ 5 Paid Wages 45 

„ 5 Sold 17,(]^ best Bricks to J. Jones for spot cash 

at 17/3 per 1,000. 
„ 6 Paid Staffiei. Coal Co,*s account by cheque (no 

discount allowed). 
^, 6 Beceived cheque from G. Stone on account • • 500 

„ 8 Drew Petty Cfash cheque 20 

„ 8 Bought 4 moulds from the Northern Machinery 

Co. at £4 108. each. 
„ 9 Sold 20,000 Seconds Bricks to G. Stone at 12/9 
per 1,000. 
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1908. £ 

July 9 Renewed Smithson's Bill this day at three 

months^ charging him interest £5^ which he 

paid in cash. 

„ 12 Paid Wages 50 

„ 13 Received cheque from H. Muddleton for balance 

of his account, after allowing 2^% discount. 
„ 16 Sold to The Western Brick Co., Ltd. , 100,000 best 

Bricks at 18/3 per 1,000. 
,, 15 Bought 100 tons coal from Stafis. Coal Co. at 9/6 

per ton. 
„ 16 Paid S. Timmins balance of his account by 

cheque after deducting 5% discount. 

„ 19 Paid Wages 48 

„ 20 Received cheque from The Western Brick Co., 

Ltd. for £500 on account. 
,, 20 Paid rent due Midsummer by cheque. 
„ 22 Bought 200 tons steam cotd from Welsh Coal 

Co. at 13/3 per ton. 
,, 22 T. Tomkins' acceptance duly met this day. 
,, 23 Drew on D. Deale at 1 month for balance of his 

account. 
„ 24 Sold to The estem Brick Co., Ltd., 100,000 

Seconds Bricks at 12/- per 1,000. 
„ 24 Received cheque from A. Mortar for balance of 

his account. 

„ 26 Paid Wages 49 

„ 26 J. & R. West drew £16 each. 

„ 27 Paid rates by cheque. 

„ 29 Received cheque hrom F. Haynes on account . . 300 

„ 29 Bought 500 gallons of oil from Oilerine, Ltd., at 

3/- per gallon. 
„ 30 Sold to A. Mortar 75,000 best Bricks at 18/6 per 
1,000. 

The following is the analysis of petty cash actually 
expended : — 

Travelling Expenses 
Packing Materiab 
Waste and Grease 
Small Repairs . . 
Postages . . . 
Stationery . . . 



£ «. 


d. 


10 10 





4 10 





3 





4 10 





2 





1 10 






(a) Make such entries in the books of account as the above trans- 
actions necessitate and extract Trial Balance as at July 31st, 1908. 

M 
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Their transactions during August were — 

1908. ^ *• ^* 

Aug. 2 Paid Wages 51 

„ 2 Paid July Carriage account, G.W.R. .... 192 
„ 3 Bought of the Northern Machinery Co. new 

cutting machine •• ^^ " ^ 

„ 6 Sold to The Western Brick Co., Ltd., 150,000 

best bricks at 18/3 per 1,000. 
„ 7 Accepted the Northern Machinery Co.*s draft 

for balance of their account at 3 months. 

„ 9 Paid Wages • • 48 

„ 10 Received cheque from The Western Bnck Co., 

Ltd., on account . 250 

„ 12 Bought 100 tons steam coal from the Welsh Coal 

Co., at 13/3 per ton. 
„ 13 J. & R. West drew £10 each. 

„ 14 Drew petty cash cheque • 25 O O 

„ 16 Sold to F. Hayne 100,000 seconds Bricks at 12/6 

per 1,000. AK A n 

„ 16 Paid Wages 4500 

„ 19 Paid Oilerine Co.*s account by cheque. on n a 

„ 21 Bought of S. Timmins sundry tools 20 U 

„ 22 Received cash from A. Mortar, less 2J%. .», ^ « 

„ 23 Paid Wages 47 

„ 24 Received balance of account from G. Stone. 

„ 26 Sold G. Stone 300,000 best Bricks at 18/- per 1,000 

„ 26 D. Dealers bill due this day paid 340 

„ 27 Paid Welsh Coal Co/s July account, less 5%. ,^ ^^ ^ 

„ 28 Sold D. Deale odd lots of bricks ; 17 10 

„ 29 Bought of Oilerine, Ltd., 100 gallons oU at 3/- 

„ 30 P^ T^M ] 4600 

The following is the analysis of petty cash actually 
expended : — 

£ «. d. 
Travelling Expenses ... 12 15 
Packing Slaterials ... 550 
Waste and Grease ... 200 
Cartage 5 

(6) Make such entries in the books of account as the above txans- 
actions necessitate, and extract Trial Balance as at August Slst, 1908. 
Their transactions during September were — 
1908. £ «. d. 

Sept. 1 Bricks returned by D. Deale iaI ^n n 

„ 2 Paid August carriage account 1^ " " 

„ 3 Received balance of Haynes' account. 
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Sept. 4 Sold Haynes 600,000 seconds Bricks at 12/3 per £ s.l d. 
1,000, for which he accepted a bill at 3 months 

„ 6 Paid Wages 51 

„ 7 Eeceived cheque from Western Brick Co., Ltd., 
balance of account less 2^% discount. 

„ 9 Petty cai^ cheque 15 

„ 10 Paid Staffordshire Coal Co.*s account (net). 
„ 12 Bought from Staffordshire Coal Co. 250 tons 
steam coal at 9/6 per ton. 

„ 13 Paid W^es 52 

„ 14 J. & R. West drew £12 each. 

„ 16 Sold^W. Smithson 100,000 best Bricks at 18/6 

per 1,000. 
„ 17 B^ceiyed from D. Deale balance of his account 

by chec|ue. 
„ 17 Paid S. Timmins balance of his account, less 6% 

discount. 
„ 18 Sold to H. Muddleton 200,000 best Bricks at 

18/1| per 1,000. 
„ 18 Paid Oilerine, Ltd., account. 
„ 19 Sold for cash 50,000 best Bricks at 18/- per 1,000 
„ 19 Paid Welsh Coal Co.'s account. 

„ 20 Received from G. Stone on account 150 

„ 20 Paid Wages 5000 

„ 21 Sold A. Mortar 150,000 seconds Bricks at 12/6 

per 1,000. 
„ 23 Sold to Western Brick Co., Ltd., 250,000 best 

Bricks at 18/3 per 1,000. 
„ 24 Paid Briggs & Co., law costs of renewal of lease 21 
„ 25 Receivedfrom G. Stone balance of account less 

2}% discount. 
„ 26 Sold G. Stone 100.000 best Bricks at 18/6 per 
1,000. 

„ 27 Paid Wages 61 

„ 28 Received cash from W. Smithson less £2 IO9. 

discount. 
„ 28 Received account from Northern Machinery Co., 
Ltd., for sundry repairs and renewals to 

machinery 27 10 

The following is the analysis of petty cash actually 
expended : — 

£ *. d. 
Travelling Expenses . . 6 
Packii^ Materials ... 200 

Small Repairs 3 

Postages 2 10 

Stationery 1 10 

Carti^e 2 
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Stock at dOth September, 1908, amounted to £2,000. 

(c) Make such entries in the books of account as the above 
transactions necessitate, and prepare a Trial Balance as at 30th 
September, 1908. 

((i) Prepare Trading Account and Profit and Loss Account from 
1st July to dOth September, 1908, and Balance Sheet as at 30th 
September, 1908^ allowing Depreciation at rate of 5% per annum off 
Plant, and 7|% per annum off Loose Tools^ and reserving for quarter's 
rent due September 29th, and £150 for Carnage Account. 

(e) Close the books. 



EXERCISE XI. 

On 1st January, 1908, A. sells to B. goods of the value of £100. 
On the same day, he draws upon B. at two months, and B. accepts 
and returns him the Bill on the following day. On January 5, A. 
discounts the Bill with his Buikess, who charge him £1 for the 
accommodation. At maturity the Bill is dishonouredi 

You are required to show (a) the accounts in A.'s Ledger affected 
by these transactions ; (6) Journal entries to enable the transactions 
to be properly recorded in the books of B. 



EXERCISE XII. 

On January 1, 1908, A. purchases from B. goods worth £200. On 
January 2 he pays half his indebtedness by cheque, subject to a cash 
discount of 5 per cent. ; and B. draws upon him at three months for 
the other half. On January 5, B. discounts the Bill with his Bankers, 
who charge him 30«. for the accommodation ; and the Bill is duly met 
at maturity. Show the Ledger Accounts in the books of B. affected 
by these transactions, and prepare a Trial Balance proving the correct- 
ness of the double entry. 



EXERCISE XIIT. 

On the 1st June, 1908, A. purchased from B. goods to the value of 
£100. On the 15th June he accepted a Bill at three months drawn 
by B. for £97 10«., £2 10«. being allowed as cash discount. B. dis- 
counted the Bill with his Bemkers on 1st July, 1908, they charging 
him £1 for the accommodation. On maturity the Bill was dishonoiued. 
Show the entries necessary to record these transactions in the books 
ofB. 
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EXERCISE XIV. 

W., who has been in btudneas for some years, decided to keep his 

books by double entry, as from the Ist January, 1908. He ascertained 
that on that date his assets were as follows : — 

Cash at Bank £6,000 

Book Debts 40,000 

(Estimated to be worth £36,500.) 

Stock-in-Trade 12,000 

Plant and Machinery 10,000 

Business Premises 9,000 

His liabilities were as follows : — 

Trade Creditors 24,000 

Bills Payable 7,000 

You are required to show the Journal entries necessary to open 
W.'s new books on the date named. 



EXERCISE XV. 

A. commenced business on the 1st October, 1908, by paying £2,000 
into an account which he opened in the name of A. & Co., with the 
London and Westminster Bank. On the same day he purchased for 
£1,700 the business of B. as a going concern, and paid cash therefor. 
B.'s business comprised the following assets : — 

Leasehold premises, valued at £400 

Stock in trade (cost £1,200) valued at .... 1,000 
Sundry debtors 800 

It was, however, agreed that A. should take over the trade liabilities 
of B., amounting to £500. 

Tou are required to show (a) the Journal entries necessary to open 
new books for the business of A. & Co. ; (6) the Balance Sheet of 
A. So Co. immediately after the completion of the purchase. 



EXERCISE XVL 

From the following Trial Balance for the year ended 31st Decem- 
ber, 1908, prepare Trading and Profit and Loss Accounts and Balance 
Sheet. 
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Dr. 



Trial Balance. 



Or. 



Sundry Deb 
Drawings . . . 
Stock, lat Jan , 1908 
Gash at Bank . 
Cash in Hand 
Plant and Machinery 
Purchases . . 
Trade Expenses . 
R«nt .... 
Salaries . . . 
Discounts . . . 
Freehold Premises 



£20,000 

1,000 

15,000 

2,000 

20 

15,000 

80,000 

1,260 

800 

1,500 

920 

24,000 

£161,500 



Sundry Creditors 
Capital .... 
Bills Payable. . 
Sales .... 



£6,500 

50,000 

5,000 

100,000 



£161,500 



The Stock on hand on 31st December, 1908, was £16,000. Pro- 
vide for Depreciation of Plant and Machinery at 7^ per cent. 

EXERCISE XVII. 
From the following Trial Balance prepare Trading, Profit and Loss 
Accounts, and Balance Sheet : — 

Trial Balance, December SUt, 1908. 



Capital 

Sales 

Purchases £20,000 



Wages and Salaries 

B«nt, Bates, and Taxes .... 

General Expenses 

Discounts 

•Carriage 

Bad Debts 

Travelling Expenses 

Commission 

• Furniture and Fittings .... 

• Business Premises 

• Sundry Debtors 

„ Creditors 

• Cash in Hand 

•BUls Receivable 

• Stock-in-Trade, 1st January, 1908 



2,000 

500 

600 

300 

400 

300 

100 

600 

1,000 

3,000 

8,000 

3,000 

500 

6,000 



£11,900 
30,000 



400 



4,000 



£46,300 £46,300 



The Stock on 31st December, 1908, was valued at £6,500. 
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EXERCISE XVm. 

From the following particulars prepare a Consignment Account, 
showing the Profit or Loss on the enterprise : — 
1908. 
Jan. 1 Consigned goods to A. Solomon .... £1,000 * 

,v 1 Paid freight and insurance 50** 

„ 15 Received Account Sales from A. Solomon, 

showing he had sold half the goods for . 670 ; 
„ 16 Received further Account Sales from A. 

Solomon for balance of goods .... 530 « 
His Charges were as follows : — 

Sundiy Expenses . • 30 • 

Commission 50 *> 

,^ 18 Received cheque from A. Solomon for 
amount due from him. 



EXERCISE XIX. 

From the following Trial Balance of a Manufacturer for the year 
ended 31st December, 1908, prepare Trading and Profit and Loss 
Accounts and Balance Sheet : — 



Dr. 



Trial Balance, Slat December^ 1908. 



Cr. 



Sundry Debtors . . . £10,000 

Drawings 750 

Stock, 1st Jan., 1908 . 12,000 

Cash in Hand ... 30 

Plant and Machinery . 8,000 

Purchases ..... 50,000 

Wages 10,000 

Salaries 1,000 

Trade Expenses ... 830 

Bad Debts .... 300 

Rent 500 



£93,410 



Sundry Creditors . . £4,350 

Capital 15,940 

Bills Payable .... 2,000 

Discounts 320 

Bank 800 

Sales 70,000 



£93,410 



£200 more bad debts have to be written ofi*. 

£50 Rent has been paid in advance. 

Write off 7^ per cent. Depreciation from Plant and Machinery. 

Stock at 31st December, 1908, was valued at £13,000. 
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EXERCISE XX. 

Brown and Jones are partners. BroTm's Capital Account shows a 
Cr. Balance of £3,000, and Jones's Capital Account a Dr. Balance of 
£250. Their profits for the year 1908 amount to £1,000, before allow- 
ing for Interest on Capital, which is to be at the rate of 5 per cent, 
per annum. They had each drawn out £150 during the year. Brown 
is entitled to f ths of the profits and Jones to f ths. Complete the Profit 
and Loss Account and uie Capital Accounts. No interest is charged 
on drawings, but interest is charged on Capital overdrawn. 
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MISCELLANEOUS QUESTIONS 

{For Purposes of Revision,) 

1. What is Bookkeeping ? 

2. What is a Transaction ? 

3. What is meant by Loss ? 

4. What is meant by Grain ? 

5. What is meant by Financial Position 1 

6. What is understood by Accounting ? 

7. How did the Need for Bookkeeping, or a System of Account- 
ing, arise? 

8. What is an Account ? 

9. What is the Meaning of Debtor and Creditor ? 

10. What is a Principal? 

11. What is an Accounting Party ? 

12. Can Accounts be roughly divided into Classes ? 

13. What is an Account Current ? 

14. What is an Account Stated ? 

15. What is an Account Settled ? 

16. Wliat are Personal Accounts ? 

17. What are Keid Accounts ? 

18. What is meant by Property ? 

19. What is a Balance ? 

20. What are Nominal Accounts ? 

21. What is Single Entry Bookkeeping ? 

22. What is meant by Double Entry ? 

23. What is a Trial Balance ? 

24. What are Books of Account ? 

25. What are Books of First Entry? 

26. What are the Objects of such Records ? 

27. What is a Journal ? 

28. What Errors are likely to be made in Books of First Entry^ 
and what are their ElQfect ? 

29. What is a Cash Book ? 

30. Is such an Account a Complete Record of Transactions ? 

31. What is meant by Credit ? 

M 2 
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32. What is a Revenue Account ? 

33. What is Income ? 

34. What is Expenditure ? 

35. What are the Uses of a Ledger % 

36. What are Different Classes of Accounts to be found therein ? 

37. From what Sources are they compiled ? 

38. Give some Examples of some Ledger Accounts and describe 
the Entries? 

39. Why are Goods Sold debited to Customers % 

40. Why are Goods Bought credited to Suppliers ? 

41. Why is Cash Beceiv^ credited to the Senders ? 

42. Why is Cash paid debited to the Recipients ? 

43. How are the Totals of the Sales Day Book dealt with f 

44. How are the Totals of the Bought Day Book dealt with % 

45. How are Items of Expenses in the Cash Book dealt with % 

46. How are Transactions between the Proprietor and the Business 
dealt with ? 

47. What is meant by Balancing the Books ? 

48. What are the Uses of a Trial Balance ? 

49. Is it an Infallible Guide to Error ? 

50. How is the Revenue Account built up from the Trial 
Balance? 

51. What is meant by Working Expenditure ? 

52. What is meant by making Keserves ? 

53. What are Assets and Liabilities ? 

54. What is Capital? 

55. What is a Profit and Loss Account ? 

56. What are Drawings ? 

57. What is meant by ** Bringing Down " Balances ? 

58. What is a Current Account ? 

59. What b the Great Distinction between Personal Accounts and 
Nominal Accounts ? 

60. What are the Transactions which may be said to grow &om 
Day to Day ? 

61. What is a Balance Sheet ? 

62. What are its Limitations ? 

63. What is meant by Insolvency ? 

64. Why are a Proprietor's Personal Belongings brought into a 
Statement of Affairs ? 

65. Why does Capital appear on the Liability Side of a Balance 
Sheet? 

66. Is there any Difference in the Treatment of the Personal 
Account of the Proprietor when the Business belongs to a Partnership 
instead of to a Sole Trader ? 

67. What is the Distinction where the Business is owned by a 
Limited Company ? 

68. What does the Word ** Capital '* imply when used in con- 
nection with Limited Companies ? 
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69. What classes of transactions are recorded on the Dr. and Cr. 
sides of a ledger respectively ? 

70. Why is every transaction recorded upon both sides of the 
Ledger ? 

71. What account should be debited, and what account credited, 
in order to record properly the following transactions : — 

{aS Cash received from A. ; 
hy) Cash paid to B. ; 
(c) Professional services rendered to C. ; 
(eO Goods supplied on credit by D. ; 
(e) The fact wat a quarter's rent has accrued due to £. ; 
(/) The fact that X. , the proprietor of the business, has brought 
in additional capital % 

72. When does an account show a debtor balance^ and when a 
credit balance % 

73. Upon what principle will you distinguish between those ledger 
balances that go to make up the Profit and Loss Account, and those 
that are included in the Balance Sheet? 

74. If you found that the balance of the Cash Book on a given 
date did not agree with that shown bv the Bank Pass Book on the 
same date, would you necessarily infer that either was incorrect? 
Give reasons. 

75. £xplain the nature and purpose of the journal. What are the 
advantages and disadvantages of employing several journals ? 

76. What is a memorandum book, and what are its uses ? 

77. What do you understand by " closing entries " ? When are 
they made, and why ? 

78. How would you treat partners' drawings when balancing and 
closing up the books of a firm ? 

79. How are the profits of a business ascertained from a set of 
books kept by double entry, and what is done with the balance of 
profit when ascertained ? 

80. Why is it that some banks enter monies received by them on 
account of their customers on the debit side of the pass book, while 
others record them upon the credit side ? On which side of the bank's 
ledger would such receipts be recorded % 

81. The following account appears in the books of A. B. : — 



Br. 



CD. 



(k. 



1907. 

Jan. 5 To Goods . 

» 12 t) )) 

„ 31 „ Balance 


6 1 
. 9 7 
. 4 17 


8 
4 
9 


1907. £ «. 

Jan. 1 By Cash . 20 

„ 16 „ Allowance 6 


d. 

9 




£20 6 


9 


£20 6 


9 








1907. 

Feb. 1 By Balance . £4 17 


9 
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You are required to state, in the form of a narration, in order of 
date, the events recorded by the above account. 

82. Give an example of a Trading Account of an ordinary 
merchant's business showing a gross profit of 20 per cent, on sales 
amounting to £12,468 10«. 

83. The Balance Sheet, Trading Account, and Profit and Loss 
Account of a business are placed before you. In which of these 
accounts would you look for the following information, and upon 
which side % — 

(a) Stock-in-trade at the commencement of the period. 

!&) Stock-in-trade at the end of the period, 
c) Sales for the period. 
{d^ Loss from bad debts, 
(e) Reserve for discounts off customers' accounts. 

84. What account shows the net profit for the current period % 
The amount having been ascertained, upon what account does it 

eventually appear in the case of 
(a) An individual trading alone, 
(6) A partnership, 
(c) A limited company ? 

85. Give the reason for any difference of treatment that there may 
be in each of these three cases. 

86. Does the fact that the totals of a Trial Balance agree prove 
the accuracy of the accounts ? If not, state exactly what it does prove» 
and mention three distinct classes of errors which may exist even 
although the books balance exactly. 

87. A bookkeeper informs you that the Trial Balance which he has 
extracted from his Ledgers agrees, and that therefore the books must 
be correct. Do you agree with this conclusion ? State your reasons. 

88. What do you understand by the terms "Dr." and "Cr." 
appearing at the head of a Ledger Account % What classes of trans- 
actions are entered upon each side of the following accounts : — 

(a) Bank; 

(6) Profit and Loss ; 

(c) Coital? 

89« A. brmgs to you his Balance Sheet, as follows : — 

Balance Sheet, Slst May, 1906. 



Liabilities. 
Sundry Creditors . . 
A., Capital Account . 



£4,600 
200 



£4,800 



Assets. 
Leasehold Premises, 

cost 

Stock-in-trade, at cost 
Sundry Debtors . . 
Cash at Bank . . . 



at 

, £400 

. 2,000 

, 2,300 

100 

' £4,800 
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It is necessary to ascertain whether or not A. is solvent on the 31st 
May, 1906. Assuming that the above Balance Sheet is in accordance 
with A.'b books, and is clerically accurate, can it be regarded as con- 
clusive ? If not, what further inquiries should be made with a view 
to ascertaining A.'s position ? 

90. What do you understand by " books of first entry " 1 Give 
the names of such books of first entry as you would expect to find 
kept by an ordinary trader, and state briefly the classes of transactions 
that would be recorded in each, and from what sources the information 
necessaiy to make the required entries would be obtained. 

91. The following is the Trading Account of X., a Wine and Spirit 
Merchant :— 

Dr. Trading Account f(yr the year ended 3(Hh September, 1906. Cr. 



£ 8, d. 
To Stock, 1st Oct., 

1905 . . . 2,116 4 9 

„ Purchases . . 12,921 5 



£15,037 9 9 



£ 8. d. 
By Sales . . . 13,125 7 2 
„ Stock, 30th 

Sept., 1905 . 1,562 12 8 
„ Loss on Trad- 
ing transfer- 
red to Profit 
and Loss Ac- 
count ... 349 9 11 



£15,037 9 9 



You are required to state how each of the above items is arrived 
at, and what general conclusions you draw from the above Account. 

92. The partnership agreement between A. and B. provides that on 
the death of either partner, the survivor is forthwith to pay to the 
executors of the deceased the amount standing to his credit in the 
books of the partnership at the date of the last preceding Balance 
Sheet, plus interest thereon at 5%. State whether you consider this 
to be an equitable arrangement, giving your reasons, and state how 
the amount due under this agreement would be arrived at from the 
books of the partnership. 

93. State as fully as you can what kinds of errors in accounting 
may occur, in a set of books kept by double entry, which the test of 
the Trial Balance will fail to disclose. 

94. What entries would you make in the books of account, to 
record the fact that office furniture had depreciated in value ? 

95. If a business is insolvent, how would you expect to find that 
condition of afiairs recorded in the books ? 

96. Why is it that a money value is attached to every bookkeeping 
entry, even to those which do not record the passing of money from 
one party to another ? 
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97. The following Trial Balance has been extracted from the books 
of Abraham Smith, a wholesale trader : — 

TtvjH Balcmce, 31st December, 1904. 

Capital Account £10,000 

Trade Debtors £4,600 

Creditors 2,100 

Purchases 26,500 

Bad Debts 1,300 

Bank 1,900 

Repairs 50 

Stock, 1st January, 1904 4,000 

Salaries 3,000 

Rent 200 

Sales 30,000 

Returns 500 

Discounts 1,500 

OflBce Expenses 1,275 

Bills Payable 2,900 

Auditors' Fees 100 

Insurance 75 



£45,000 £45,000 

Bearing in mind that every entry in bookkeeping — and therefore 
every balance in a Ledger— has a definite meaning, you are required 
to state the exact meaning of each of the above items. 

98. State some of the principal advantages that have been obtained 
by the elimination of the Journal as a book of first entry in con- 
nection with transactions relating to (a) Cash, (b) Gk>ods, (c) Bills. 

99. What is meant by " Double Entry, ^* and how does it differ 
from "Smgle Entry"? 

100. Vnx&t information would you get from 

(a) A Trading Account, 
(6) A Profit and Loss Account, 
A Balance Sheet ? 
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Closing Entries, Pro Formdt 93 
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Consignments, Treatment of, 79 
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Credit, Transfers of, 57 
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99 
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Depreciation, Treatment of, 84 
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67 
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Double Entry, The Complete Re- 
cord of Business Transactions, 5 
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of, 84 
Entries, Closing, in Ledger, 83 
Entries, Closing, Pro Formd, 93 
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of a Trader, 111 
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Exchange, Bills of. Dishonour of, 

65,67 
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67 
Exchange, Foreign Bills of. Treat- 
ment of, 69 
Explanation of Balance Sheet, 89, 
95 
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Explanation of Debit and Credit, 7, 

11 
Explanation of Profit and Loss 

Account, 89 
Explanation of Systems of Petty 

Gash, 102 

FiBST Entry, Books of, Explained, 

41 
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ment of, 69 

Goods Account, Nature of, Ex- 
plained, 72 
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ment of, 25 

Joubnal, Nature of, 42 
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in, 97 

Journal, Subdivisions of, 44, 49 

Journal, Use of, for Cash Trans- 
actions, 44 

Ledgeb Accounts, Bringing Down 
Balances of, 37, 39 

Ledger Accounts, Method of Carry- 
ing Forward, 86 

Ledger Accounts, Methods of Buling 
Off, 36 

Ledger Accounts, Transferring 
Balances of, 87 

Ledger, Arrangement of Accounts 
in, 84 

Ledger, Closing Entries in, 88 

Ledger, Loose Leaf, 35 

Ledger, Nature of, 33 

Ledger, Subdivisions of, 33 

Liabilities, Outstanding, Treatment 
of, 27 

Limitations of a Balance Sheet, 96 

Loose Leaf Ledger, 35 
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of, 27 
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Partners, Current Accounts of, 98, 

99 
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of, 27 
Petlrjr Cash Systems Explained, 102 
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Profit and Loss Account, Pro 
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94 
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Business, 2 

Befebbnoeb, Folio, Explanation 

of, 47, 48 
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Business, 2 



Benewal of Bills of Exchange, 65, 

67 
Bevenue and Capital Distinguished, 

95 
Buling Off Ledger Accounts, 

Methods of, 36 

Settled Accounts, 82 

Single Entry Bookkeeping Ex- 
plained, 106 

Stated Accounts, 81 

Statement of Affairs, Pro Formd, 
108 

Subdivisions of Journal, 44, 49 

Subdivisions of Ledger, 83 

Suspense Accounts, 27 

Systems, Monetary, Basis of, 56 

Systems of Petty Cash Explained, 
102 

The Nature of Bookkeeping, 1 

The Object of Bookkeeping, 1 

Trader's Accounts, Pro Formd 
Example of. 111 

Trading Account, Nature of. Ex- 
plained, 75 

Transactions are Transfers of 
Wealth, 8 

Transactions, Business, Double 
Entry the Complete Becord of, 5 

Transactions, Business, Nature of, 2 

Transactions, Cash, Use of Journal 
for, 44 

Transactions, Lnperceptible, 25, 
89 

Transferring Balances of Ledger 
Accounts, 87 

Transfers affect two Parties, 8 

Transfers of Credit, 57 

Treatment of Bad and Doubtful 
Debts, 86 

Treatment of Bills Payable, 64, 
65,70 

Treatment of Bills Beceivable, 
64, 66, 70 

Treatment of Consignments, 79 

Treatment of Depreciation, 84 

Treatment of Disix>unts, 22, 52 

Treatment of Foreign Bills of Ex- 
change, 69 

Treatment of Gradually Accruing 
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THE END 
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